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Growing greatest value through Operations Excellence... 


I1l’S WORKING. 


2002: ACHIEVEMENTS 


TimberWest generated $90.1 million in distributable 
cash in 2002. 

Since its inception in 1997, TimberWest has distributed 
more than $400 million to its unitholders, producing 
an average annual yield of 10%. 

TimberWest exceeded its safety target Medical 
Incident Rate (MIR) of 6 by achieving an MIR of 4.66. 
TimberWest’s Timberland Operations achieved 
savings of $17.5 million or $4.90 per m® due to an 
aggressive cost-cutting plan. 

TimberWest reduced its debt to total capitalization 
ratio from 32% to 20%. 

Elk Falls Lumbermill contributed cash-positive 
earnings for the first time in many years after a new 
management team came on board in June 2002. 


FINANCIAL 


As a result, TimberWest announced a $10-million 
investment in Elk Falls for three new kilns and 
other improvements. A third shift will be added 
mid-year in 2003, which will lower unit costs of 
production and improve productivity while creating 
more than 25 new full-time jobs in Campbell River, 
BC. The mill’s improved performance means that 
this investment will be self-financing. The objective 
at Elk Falls is to become efficient enough to 
consistently pay the international price for logs. 


TimberWest constructed a new $7.5-million dryland 
sort in Menzies Bay, near Campbell River. This 
allowed the Company to reduce its sorting costs 
while providing strategic benefits related to owning 
its own facility. This created 25 new jobs. 


HIGHLIGHTS 


ns (in millions of dollars) 


Net sales 


2002 2001 


$ 464.9 $ 4619 
Operating earnings 99.3 87.2 
EBITDA? 101.9 100.6 
Earnings available for distribution? before provision 65.8 58.8 
for future income taxes and write-down of 
capital assets and related costs , 
Distributable cash 90.1 83.5 89.2 68.3 


apled Unit (in dollars) 


Basic and diluted earnings available for distribution before 
provision for future income taxes and write-down of 
capital assets and related costs 

Basic distributable cash 

Diluted distributable cash 

Distributions paid 


Financial Position (in millions of dollars) 


0.88 ~§$. 090° “@ 102 Ssh oan see 
1.21 1.29 1.34 420° 0.98 | 
1.20 1.29 1.34 1.20 0.98 
1.08 1.08 1.08 1.08 


Net working capital (excludes short-term borrowings $ 56.3 S504 Saez $ 480 GANS 
and distributions payable) : 
Total assets 1,478:3 1,487.2 1,505.3 1,529.5 1,556.6 
Total debt 236.5 378.6 7 5al 342.0 326.4 
Unitholders’ equity 914.8 788.5 787.7 673.9 718.8 
Total capitalization’ 1,151.3 1,167.1 1,162.8 1,015.9 1,045.2 
Debt to total capitalization 20.5% 32.4% 32.3% 33.7% 31.2% 
Market capitalization (at December 31) 914.3 841.0 703.4 661.3 623.0 


‘Information presented for 1999 and 1998 has been restated to reflect the retroactive effect 
income taxes and employee future benefits for fiscal years beginning on or after January 1, 2 
*EBITDA, earnings available for distribution and distributable cash are measu 
generally accepted accounting principles (GAAP) and may not be com 
between net earnings, as determined in accordance with GAAP, and th 


contained in this annual report. 
*Total capitalization is equal to total debt plus unitholders’ equity. 


of a mandatory change in methods of accounting for 
000. 

res that do not have a standardized meaning prescribed by Canadian 
parable to similar measures presented by other companies. Reconciliations 
ese measures are included within the management's discussion and analysis 


TimberWest 
Operations 


Head Office 
Vancouver, BC 


Regional Office 
Nanaimo, BC 


Harvesting Operations 
Beaver Cove 
Cowichan Woodlands 
Honeymoon Bay 
Johnstone Strait 
Nanaimo Lakes 
Oyster River 


Lumbermill 
Elk Falls 


Dryland Sorts 

Ladysmith 

Menzies Bay/North Island 
Shoal Island 

Sooke 

Shipping 

Stuart Channel Wharves 
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Private Land N 
Tree Farm Licence 


Forest Licence & Timber Licence 
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OUR VISION 


Growing greatest value through Operations Excellence 


TimberWest Forest Corp. is uniquely positioned 
as the largest owner of private forest lands in 
Western Canada. The Company’s 334,000 hectares 
are largely located on Vancouver Island. The 
majority of the land base supports the growth 
of Douglas fir, a premium species sought after 
for structural purposes. 

The Company is distinct in that most of its log 
production is sold on the open market, which 
provides considerable flexibility to meet market 
opportunities. The sale of logs accounts for 80% 
of the Company’s revenue. 

The American Forest & Paper Association 
has certified that the Company is committed to 
managing these lands according to sustainable 
forestry standards under its Sustainable Forestry 
Initiative (SFI)™ Program. 

While ensuring that rigorous environmental 


and conservation practices for wildlife and water 
quality protection, biodiversity conservation 

and a wide range of other conservation goals are 
applied, the Company believes these lands can 
sustain a long-term harvest of 2.1 million to 

2.5 million m* of logs per year. 

TimberWest also holds two renewable and 
long-term public Tree Farm Licences that 
provide the Company with the right to harvest 
1.2 million m* of logs per year. The management 
practices applied to these lands meet the stringent 
requirements of the Forest Practices Code of 
British Columbia. TimberWest operates a sawmill 
at Elk Falls on Vancouver Island that processes 
700,000 m% of logs annually. The Company 
also holds about 6,000 hectares of properties 
that are progressively being made available for 
higher-value uses. 


SLVOO 


Board of Directors Left to right: Robert Murdoch, Chairman Edward Daughney, Kenneth Shields, Anthony Petrina, 
President and CEO Paul McElligott, Conrad Pinette, William Brown. 


FROM THE CHAIRMAN 


TimberWest achieved record results in 2002, 
generating distributable cash of $90.1 million. 
This would be commendable in any year, but is 
especially significant given the challenges the 
forest industry faced in 2002 and the one-time 
charges the Company took during the year. 

In the face of these challenges our organization 
got stronger. Guided by our strategic plan, the 
Company set out to deliver aggressive results with 
our “Operations Excellence” initiative in all parts 
of the business. In particular, TimberWest exceeded 
2002 cost-reduction targets, and everyone in the 
Company is committed to reducing costs even 
more in 2003. On behalf of the Board of Directors, 
I thank all TimberWest employees for being up to 
the challenge. 

TimberWest got stronger in other ways as well. 
During the year we strengthened our balance sheet 
by raising $143.8 million through issuing Stapled 
Units at the beginning of the year and issuing 
$130 million in five-year debentures during the 
fourth quarter. We accomplished these transactions 
on favourable terms. After these transactions, the 
Company’s debt to total capitalization ratio is 20%, 
compared to 32% at the end of 2001. As a result, we 
have a low cost of capital and remain conservatively 
financed, and the Company has financial flexibility to 
implement its strategic plan initiatives in the future. 

Our focus on delivering results for our owners 
has allowed TimberWest to consistently distribute 
$1.08 per unit per year to unitholders. Having now 


operated for five years, we are pleased to note that 
the Company has made cash distributions totalling 
$402.2 million. 

We apply best practices to TimberWest’s 
governance processes — another strength of our 
organization. Our Board is fortunate to have a 
talented, enthusiastic and diverse team to govern 
the Company. This Board is comprised of current 
or former presidents and CEOs from a variety of 
industries whose comprehensive backgrounds 
complement each other well. During 2002, we 
welcomed Conrad Pinette to the Board. Conrad 
is President and Chief Operating Officer of Lignum 
Limited and has extensive experience in the forest 
products industry in Canada. He is Chairman of 
Finning International Inc., a Director of A&W 
Revenue Royalties Income Fund and a director 
of other industry associations. Conrad’s extensive 
forest industry and governance background has 
enhanced our Board. You will continue to see 
this Board take its governance role seriously and 
apply the highest standards in this regard. 

In closing, I thank TimberWest’s customers, 
contractors, suppliers and unitholders for your 
continued support. 


V. Edward Dau macy 


Chairman of the Board 


Average Annual Investment Returns 


Asset Class 1992-2001 

(10 yrs.) 
Timberland* 12.9% 
Commercial Real Estate 8.1% 
S&P 500 12.9% 
US T-Bills 4.6% 
US Consumer Price Index 2.5% 


* Measured as the holding period returns from a portfolio of US timberland 


Source: Hancock Timber Resource Group (2002) 


1982-2001 1972-2001 1960-2001 
(20 yrs.) (30 yrs.) (42 yrs.) 
12.1% 14.9% 12.9% 
7.9% 9.6% 9.4% 
15.2% 12.2% 11.0% 
6.1% 6.7% 5.9% 
3.2% 5.0% 4.4% 


FROM THE CEO 


At the beginning of 2002, TimberWest launched 
a new strategic plan aimed at growing the greatest 
value with our existing basket of assets through 
“Operations Excellence.” Our priority has been to 
improve performance in all of our businesses — 
private lands, public lands and our lumbermill 

— by reducing costs, improving productivity and 
growing more trees faster. 

I’m pleased to report that our strategy is working 
and that considerable inroads were made in 2002. 
It was a year of continuing weak markets at home 
and abroad. It was also a year of ongoing uncertainties 
in the industry related to the Canada/US softwood 
lumber dispute and policy reforms expected but not 
yet initiated by the BC government. Despite all of 
the foregoing, TimberWest achieved a record level 
of distributable cash in 2002. 

For the year ended December 31, 2002, distrib- 
utable cash was $90.1 million, after accounting for 
a $9.8-million restructuring charge, on sales of 
$464.9 million. This was an improvement over 2001 
results, when TimberWest generated distributable 
cash of $83.5 million on sales of $461.9 million. 
The Company’s operating margin also improved 
year over year. 

I thank everyone at TimberWest and our contrac- 
tors for working so hard and being so dedicated to 
the success of the Company. 


Our People 

I am proud of the way TimberWest people have 
pulled together to implement our Operations 
Excellence strategy. Not only do our financial results 
provide evidence of this commitment but our safety 
record does as well. We surpassed our Medical 


Oo 


Incident Rate goal of 6 by reducing it to 4.66 in 
2002. We will continue to focus on improving safety 
results because our ultimate goal is an accident-free 
workplace. 

During the year, we made some further changes 
to the composition of TimberWest’s executive 
management team. We welcomed Hamish Kerr to 
the Company as Vice-President of Strategic Planning 
and Forest Policy. With degrees in both forestry 
and business administration, Hamish spent 20 years 
as a Vice-President, Director and Forest Products 
Analyst with Goepel McDermid (now Raymond 
James) and Burns Fry Ltd. (now Nesbitt Burns). 
We are also pleased to have Mark Stock on board 
as our Vice-President of Human Resources. Mark 
holds a master’s degree in industrial relations and 
has worked in various human resources positions 
at CN Rail, BF Goodrich Aerospace and Crystal 
Decisions. Virginia Aulin, who holds two master’s 
degrees and has worked in the forest industry for 
10 years, was appointed to the newly created 
position of Vice-President of Public Affairs and 
Government Relations. 

There have also been a number of senior 
management changes at our Elk Falls Lumbermill, 
including the appointment of Ed Vervynck as 
General Manager, Manufacturing; John Burch as 
Director of Marketing and Transportation; Terry 
Hamilton as Mill Manager; and Don Quan as 
Manager of Financial Planning and Analysis. 
Working collaboratively with all lumbermill 
employees, members of this team have parlayed 
their extensive experience in the coastal lumber 
manufacturing business into a turnaround 


at TimberWest’s Elk Falls Lumbermill. 


SYACTOH.LINN AHL OL SUALLAT 


SHNSSI AAM ZOO 8 SHIDALVULS STVOD 


Se 
‘s 
1 
= 
is 
Ss 
s 
= 
SS 
1a 
© 
Z, 
q 
© 
s 
S 
= 
= 
tr 
5 
br 
Z, 
> 
Z, 
@ 
lon! 
25 
Ca 
< 
5 
| ley! 
< 
ics 
Z, 
aH 


Stapled Unit Performance 


Cumulative return (%) 


68.1% 
$4 


$3 


$2 


($0.32) Annual return ($) 
$1 


Distributions paid 


77 | 


$0 13.1%) 


Capital appreciation 
($1) 


98 


99 


00 


ur Values 
The strategy we introduced in 2002 was comple- 
mented by a new set of values developed during 
the year. We talked with a broad cross-section of 
employees to get their input on this important 
topic. The core values adopted are aligned along 
four dimensions: people, environment, success 
and innovation. 

While the majority of these values are well- 
established principles that already guide our behaviour, 
we will increase our emphasis on innovation in the 
year 2003. I am encouraging everyone at TimberWest 
to create a culture of innovation that welcomes 
change and new ways of doing things in support 
of our overall strategic plan. I believe this will result 
in a stronger and more successful company, and will 
also make all of our jobs more rewarding and secure. 


iperations Excellence Highlights 

ost reduction 
We made solid progress in achieving permanent 
cost reductions in 2002. On the Timberlands side 
of our operation, we exceeded our $4.50 per m* 
cost reduction target by year-end. The disappoint- 
ment for us is that most of the 2002 cost savings 
went to pay for increased stumpage to the Province 


TimberWest vs. Timberland Peer Group /average annual returns] 


Stapled Units are a unique form of security that 
combines the attributes of common shares, preferred 
shares and debt in a single security. TimberWest 
Forest Corp. Stapled Units consist of one common 
share, 100 preferred shares and approximately $8.98 
face amount of Series A Subordinate Notes. These 
are “stapled” together as a single unit trading on the 
Toronto Stock Exchange under the symbol TWF.UN. 
Holders of TimberWest Stapled Units receive annual 
interest income of approximately $1.08 per Stapled 
Unit on the Subordinate Note component. Cash in 
excess of this amount may be distributed as declared 
by the Company's Board of Directors. 


of BC. Stumpage payments for our public-land 
harvest were higher for the year by $11.17 per m* 
compared to 2001. 

Timberland Operations achieved $17.5 million 
in direct cost savings during 2002 through shifting 
changes, increased harvest mechanization, improved 
rates and production through competitive bid work 
done by contractors, wage labour compliance changes, 
bulk purchasing, early retirement programs, facilities 
consolidation and optimization of the use of company 
crews versus contractors in harvesting operations. 
TimberWest also constructed a new dryland sort in 
Menzies Bay, near Campbell River, on a large piece 
of waterfront property we purchased. This allowed us 
to reduce our sorting costs while providing strategic 
benefits related to owning our own facility. Some 50 
positions were also permanently eliminated in 2002, 
including about 20% of the Company’s salaried staff, 
resulting in cost savings of $6 million per year. This 
reduction in our workforce is part of the redesign of 
TimberWest deemed necessary to ensure we continue 
to be a profitable, performance-oriented company 
that provides a competitive return to investors. 

TimberWest’s plan for 2003 is to reduce produc- 
tion costs a further $4.50 per m* in our core 
timberlands business. 


Average Annual Returns 


1998 1999 2000 
auch abhe preaie TimberWest's five-year performance 
TimberWest -3% 18% 26% 30% 1% 14% has been excellent compared to our 
Timberland Peer Group*  -11% 8% -19% -14% -5% -8% Ma ELL aU CUS: 


average annual returns. 


“Timberland Peer Group includes: Crown Pacific Partners, LP: Deltic Timber Corporation; Fletcher Challenge 
Forests; Plum Creek Timber Company Inc.; Pope Resources, LP; Rayonier Inc.; US Timberlands Company, LP; 


and Weyerhaeuser Company. 


Executive Management Team Left to right: General Manager, Manufacturing, Ed Vervynck; Vice-President, Finance, and CFO Bev Park; 
Vice-President, Human Resources, Mark Stock; President and CEO, Paul McElligott; Vice-President, Public Affairs and Government 
Relations, Virginia Aulin; Vice-President, Log Marketing and Sales, John Kelvin; Vice-President, Timberland Operations, John Mann; 


Vice-President, Strategic Planning and Forest Policy, Hamish Kerr. 


Unit costs were also reduced at Elk Falls during 2002 
and, for the first time in many years, our Elk Falls 
mill contributed positive cash flow. The change in 
performance is the result of numerous improvements 
implemented by the mill’s new management team 
during the second half of the year. The team’s initial 
priority was to improve productivity and lumber 
recovery while attaining the highest value possible for 
lumber products. By working closely with employees 
in the mill and modifying some of the existing equip- 
ment, the team has been able to streamline production 
flow, significantly increasing productivity. In addition, 
lumber recovery was improved by adding smaller 
cross-section products to the mill’s programs. 

Given the dramatic improvement in results, we 
decided to invest $10 million into our Elk Falls facility 
in 2003. The capital will be used to purchase three 
more kilns to dry lumber and to fund other improve- 
ments that will help the mill lower unit costs and 
become even more competitive. 

The new kilns will allow us to respond to chang- 
ing market conditions for dry products and to run 
our more profitable programs on a regular basis. 
There are new opportunities for supplying overseas 
customers with kiln-dried products not currently 
produced on the coast, and we plan to take advan- 
tage of these opportunities. We also anticipate 
improved access to the US lumber market with an 
eventual resolution of the softwood lumber dispute. 

The lumbermill will also add a third shift by mid- 
year 2003. This will lower unit costs of production 
and improve productivity while creating more than 
25 new full-time jobs in Campbell River, BC. This 


means the mill will convert an additional 200,000 m° 
of fibre per year. 

The objective at Elk Falls is to have the mill earn 
an economic return on capital employed, after paying 
the export price for the logs it consumes. This is 
important for two reasons: it will ensure the mill 
is always able to secure fibre, and it will demonstrate 
to other mills on the BC coast that being competitive 
on an international basis is indeed possible. 

The mill’s improved performance means that this 
investment will be self-financing — the mill will pay 
for these capital upgrades through its own cash flow. 


Our Operations Excellence strategy also focuses 
on growing value through strategic investments in 
silviculture. On this front, TimberWest is enhancing 
its inventory practices and has engaged one of the 
Pacific Northwest’s leading experts in growth and 
yield modelling to advise on a five-year plan of 
upgrades to inventory data and models. The 
Company is also embarking on a multi-year timber 
cruising program and is improving its ability to 
analyze alternate silvicultural investments at the 
stand level that will enable us to make better 
strategic investments over time. We have retained 
a full-time silviculture expert to help us implement 
this part of our plan. 

A continued strong emphasis on safety and 
environmental stewardship is part of Operations 
Excellence. As a company, we are committed to 
sound environmental stewardship and to maintaining 
our social licence to operate through our ISO and 
SFI certifications. 
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TimberWest Stapled Units vs. Market Indices 
130 - January 1, 2002 - December 31, 2002 


TSX Paper & Forest Products 
TimberWest (TWF.UN) 
S&P/TSX Composite Index 


January 


Viarket expansion and log exports 

In 2002, 60% of our log sales volumes were within 
BC, 20% went to Asia and the remaining 20% to the 
US. Given the continued weakness in the domestic 
market, we increased our log sales to Japan and the 
US by 15% over 2001. Private-land log exports con- 
tinue to be a critical part of our success because, like 
any business, we want to diversify our markets and 
get the highest value for our product. 


Log Sales Volume 
by End-use Sort 
(000 m') 
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The premium earned by selling private-land logs 
at international prices also allows TimberWest to 
harvest stands that would otherwise be uneconomic. 
This is what has enabled us to continue operating 
profitably on private land and to keep employees 
working in 2002 at a time when most Crown timber— 
dependent companies were curtailed. We remain 
hopeful that federal log-export restrictions, which 
apply only to BC, will be rescinded as part of a new 
softwood lumber agreement with the US. This will 
create a level playing field with the rest of Canada 
and with private timberland operators south of the 
border. It will also improve pricing on both private 
and Crown logs harvested on the coast of BC. 


December 


Looking Forward 
In 2003, conditions in the forest industry are expected 
to remain challenging. At press time, the softwood 
lumber dispute remained unresolved, the provincial 
government had not yet announced its long-awaited 
forest policy reforms for coastal BC, and markets 
continued to be weak. 

Given these difficult external conditions, we 
will continue to focus internally on becoming more 
competitive and efficient. In the pages that follow, 
we provide additional details on the progress made 
during 2002 towards our goals regarding safety, cost 
reduction, market expansion and enhancing forest 
values and stewardship. And we share the new strate- 
gies established for 2003 as part of our plan to stay 
the course with Operations Excellence. 

As I stated in my letter to you last year, achieving 
Operations Excellence will provide the platform 
for future growth. TimberWest’s primary business 
strategy continues to be the pursuit of Operations 
Excellence with our existing basket of assets. As 
the Company is successful in achieving sustainable 
reductions in unit costs and in growing value 
through its strategic silviculture investments, 
management will consider exploring other ways 
to complement the asset base to increase value. 

We look forward to the year ahead and thank 
you for your continued support. 
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Paul J. McElligott 
President and CEO 


10 Gost. Reductior ; 
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17 Enhancing the Value. 


of Our Forests 


20. 2002: Key Issues. 


| TimberWest and its predecessor companies have been pioneers‘in.second- 

*- growth harvesting on the coast of BC: The Company started mechanical 
harvesting and tree-length processing in 1982 and developed dynamic 
marketing strategies that enhanced values of second-growth wood products. 
TimberWest invests-millions of dollars in silviculture to'ensure that today's 
second-growth stands — like the one at Tsolum River Flats in TimberWest's 
Oyster River Operation, pictured here — will continue to provide economic 
and social benefits to our.employees, communities and investors in perpetuity. 


Leading in second-growth harvesting 


e Less than one-third of 1% of BC’s forest land is ¢ TimberWest is far ahead of other BC coastal forest 
harvested annually. companies in second-growth harvesting on both its 

¢ Most harvesting, takes place in original forests, as public and private timberlands. 
commercial harvesting is relatively recent in much ¢ On TimberWest’s combined private and public lands, 
of the province and most second-growth forests are just over 60% of what the Company harvests is second 
not yet ready for harvest. growth, including almost all of the Douglas fir, hemlock 

¢ On the coast, however, an increasing proportion of and balsam that TimberWest harvests. 
the harvest now comes from second-growth forests. ¢ TimberWest projects that within the next five years its 
Harvesting second growth will replace harvesting of operations will be harvesting an even greater percentage 
original forests over time, leaving BC with large of second-growth timber. 


amounts of old-growth forest. 


WE DEMONSTRATE OUR COMMITMENT TO OUR PEOPLE BY 


maxing SAFETY AND PHYSICAL WELL-BEING TH: First 


PRIORITY OF EVERY JOB AT ALL TIMES. 


coat: SAFETY 


To achieve the best safety record in coastal BC in both logging and sawmilling. 
For 2002: Achieve Medical Incident Rate of 6. * Actual: Achieved a Medical Incident Rate of 4.66. 


For 2003: Achieve MIR of 4.0. 


ONGOING STRATEGIES & 2002 RESULTS 


stablish measurable safety goals 
nich supervisors and managers 
ccountable; require safety 

volvement of all employees 


e operations/divisions met or 
: their 2002 MIR goal; three 
10t. Not meeting the safety goal 
| affect employees’ bonuses at 
1ese three divisions. 
fety is a substantial component 
erformance management plans, 
ch is a factor in determining 
iployees’ bonuses. 
ted a Safety Council, 
iposed of employees from 
of the Company (see 
right). 


©D 


awareness of the “Job Safety 
kdown” applicable to each job 
irt-up meetings covering job- 
cific safety issues were held 

=n employees returned to work 
fter experiencing downtime. 


Train employees in proper body 
mechanics, posture and movement, 
and early injury recognition; practise 
early intervention and control 


¢ TW launched a new Mobile 
Athletic Therapist Program aimed 
at preventing injuries, increasing 
early diagnosis and keeping injuries 
from worsening. 


Continue to create standards, observe 
and correct; encourage Safety Council 
visits and knowledge transfer 


«In 2002, the Company created 
the TW Safety Council to improve 
communication between operations 
about safety. The council has 
started looking at different safety 
measurements and is focused 
on reducing the Company's 
severity rating. 


ADDITIONAL FOR 2003 


Timberland Operations 
* Achieve a 4.3 MIR. 
* Reduce severity rating of each operation by 30%. 


° Strategies: 


— Reintroduce safety audits and self-assessments. 
— Track the success of SafeStart and the Mobile Athletic Therapist programs. 


— Have management pay persistent attention to safety. 


Lumbermill Group 
* Achieve zero lost-time injuries for 2003 and a 4.0 MIR. 


* Strategies: 


Hold managers and supervisors 
accountable for claims costs 


¢ Claims costs are allocated back to 
the operations. 


Audit the effectiveness of 
disability management 


* The Company hired a consultant 
to assess our disability manage- 
ment system. There is room for 
improvement, and TW is creating a 
plan to improve the system in 2003. 


Engage the Workers’ Compensation 
Board (WCB) to provide the services 
it is mandated to provide 


* TW and the WCB successfully worked 
together on approximately 25 return- 
to-work cases in 2002. 

¢ TW met with the WCB to learn more 
about what affects assessment rates 
and how to better manage them. 
Also older claims were reassessed and 
in some cases TW received a refund. 


— Focus on new employees hired at the mill for additional production 


and work with employees moving up into new jobs. 


— Work with salaried and hourly personnel in leadership positions to 
improve their knowledge of and commitment to safe work practices. 


8 


2001 vs. 2 


ical Incide is the 
number of recordable cases per 100 
full-time equivalent employees per 
year. It is calculated by multiplying the 
number of cases by 200,000 and then 
dividing by the exposure hours worked 
by all employees. The number 200,000 
is equivalent to 100 employees work- 
ing 40 hours per week for 50 weeks. 


“When Pm doing my job, I have a good idea about 

what's going to happen, but P'm always trying to 

prepare for what could unexpectedly happen.” 

Willte John, Landingman, a 25-year employee (below left) 


“Tf there’s a problem regarding safety, it’s corrected 
right away. Everyone’s really safety conscious. I think 
about safety all the time.” 
Paul Ropponen, Landing Bucker, a 28-year employee (below right) 


Industry TW TW 
average target actual 
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“The Safety Council has big potential for TW to create a 


universal safety culture. We should see more consistency in 
safety programs across the divisions. Overall it should help 
['W improve safety and help make sure our people go home 


safely at night.” That’s Stu Smith’s view of the Safety 
Council that TimberWest established to provide safety 
leadership development in 2002. 

Mr. Smith, Chargehand at Honeymoon Bay Operation, 


served on the council last year and is pleased with the progress 


that has been made in so little time. 
Key to the Safety Council’s value is its broad range of 


participants — they include a supervisor and crew member 


from each of TW’s operations and dryland sorts as well as 
participants from the Industrial, Wood & Allied Workers 
(IWA) Union. 


“TWA participation is beneficial because it helps inform 


us about union initiatives in safety, what other companies are 
doing that is working, and issues arising from regional and 
national [WA conferences,” said John Mann, Vice-President, 


Timberland Operations. 
Council members exchange ideas, identify and replicate 


best practices and set high safety standards for the operations. 
Participants discuss opportunities that will help prevent 
accidents, and they recommend new approaches for how 

the Company views and manages safety. 

“The Safety Council has made employees more aware of 
the business and personal need for improved safety perform- 
ance,” said Mr. Mann. “Everyone at TimberWest is intensely 
interested in improving safety throughout the Company.” 

One of the council’s accomplishments was introducing 
TW’s Mobile Athletic Therapist Program, which provides 
employees with injury advice; stretching and strengthening 
programs for injury prevention and rehabilitation; manual 
treatment and exercise programs; and evaluations of work- 
sites to promote good posture and positioning during the 
day. Since introducing the program in November, Athletic 
Therapist Heather Griffiths has helped 94 employees. During 
a trial run of the program, Cowichan Woodlands’ severity 
rating dropped from 194.2 to 70.4 in a year. 

“Lowering our severity rating and getting injured employ- 
ees back to work sooner are key to improving our safety 
record,” said Mr. Mann. 


WE DEMONSTRATE OUR COMMITMENT TO INNOVATION BY ENCOURAGING EVERYONE 


to CHALLENGE THE STATUS QUO To ENsuRE WE’RE OPERATING AS 


EFFECTIVELY AS POSSIBLE AND BY FOSTERING A CULTURE OF ONGOING LEARNING. 


$ 


coat: COST REDUCTION 


To become cost competitive on a global basis. 
For 2002: reduce costs by $4.50 per m*. © Actual: Reduced costs by $4.90 per m’. 
For 2003: Reduce costs by an additional $4.50 per m*. 


Timberland Operations’ cost-reduction initiatives generated $17.5 million in savings in 2002. 
However, not much of this cost reduction hit the bottom line, largely due to greatly increased 
stumpage charges levied by the BC government. Despite a 14% decrease in harvest volumes 
from Crown tenures compared to the prior year, 2002 stumpage payments to the Province 
increased by 80%, to $24.3 million. Still, the cost reduction achieved provided additional 
financial flexibility, allowing TimberWest to absorb significantly higher stumpage charges 
and to finance a restructuring charge and still exceed 2001 distributable cash. 


ONGOING STRATEGIES & 2002 RESULTS 


increase mechanized harvesting 


Mechanized falling increased from 
33.1% in 2001 to 42.5% in 2002. 
-rocessing increased from 53.8% in 
2001 to 62.8% in 2002. 

Hoechucking (moving logs to roadside 
with a hydraulic log loader) increased 
rom 33.7% in 2001 to 37.2% in 2002. 


nsolidate operations and facilities 


Timberland Operations were 
reorganized along geographical 
lines, with a General Manager of 
perations for the South Island and 
ne for the North Island. Each manager 
responsible for both private 

and public logging operations 

in his respective territory, which 

streamlines the Company’s activities. 

» TimberWest centralized the following 

operations: 

— In the north, Beaver Cove and 
Johnstone Strait operations 
are now managed from the 
Middlepoint office in Campbell 
River. Beaver Cove salaried staff 
retired or relocated. 

— Honeymoon Bay Operation staff 
moved from the remote Gordon 
River Camp to Mesachie Lake, into 
offices near Cowichan Woodlands 
Operation. Gordon River shop 
employees will relocate to the 


HBO Dryland Sort site in early 2003. 
Benefits include reduced travel 

time and costs, reduced security 
and generator costs, better 
communication between the 
operations and an improved 
telephone and electrical system. 


Improve operations planning and 
work methods 


* TW improved fleet management 
through agreements with equipment 
vendors to enable the Company to 
rotate out production equipment at 
optimum times, before maintenance 
costs accelerate and while residual 
values are at their maximum. 

* The Company entered into contractual 
agreements for bulk purchasing to 
help negotiate lower prices for major 
commodities, including fuel and 
lubricants, wire rope, culvert pipe 
and explosives. 

* TimberWest built a new dryland sort 
in Menzies Bay, which allowed the 
Company to reduce sorting costs. 


Reduce overhead 


* Some 50 positions were permanently 
eliminated in 2002, including about 
20% of the Company’s salaried staff, 
resulting in cost savings of $6 million 
per year. 
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Establish early retirement programs 
for older employees in physically 
demanding roles 


¢ Seventeen people took early 
retirement from Honeymoon Bay 
and Cowichan Woodlands, which 
allowed TimberWest to shift more 
production from hand falling to 
mechanized feller bunchers and 
processors. This reduced costs 
and increased falling productivity 
from approximately 65 m® per 
worker per day to 90 m® per worker 
per day at Honeymoon Bay. 


Reduce WCB premiums with improved 
safety performance 


* At Elk Falls Lumbermill there was a 
significant improvement in accident 
frequency and severity; therefore 
the WCB has advised the Company 
that the mill’s rates will be reduced 
by 8.9%. 

* On the Timberland Operations side 
of the business, TimberWest was 
not successful with this strategy. 
While the Company's MIR rating has 
improved significantly, the severity 
rating (number of lost days) is still 
high due to “carry-over” injuries 
from previous years. 

* The Company will focus on reducing 
its severity rating in 2003. 


Second-growth 
Harvest Volumes 


3000 


2000 
“Oyster River Operation saved $700,000 more than expected on hauling 
in 2002, thanks in part to its new fleet of 22 highway trucks. We're 
experiencing virtually no breakdowns, which wasn’t the case with the 1000 
older trucks we were operating. Also, the new connector highway between 
Courtenay and Campbell River has greatly reduced travelling time.” 
Gerry Young, General Manager, North Island Operations 


62% Percentage of 


total harvest 


02 


New dryland sort savings exceed expectations 


TW’s new North Island Dryland Sort is expected to 
save the Company up to $500,000 more than expected 
in 2003, said Gerry Young, General Manager, North 
Island Operations. 

“Building our own facility and putting the contract up 
for tender drew eight competitive bids to choose from,” 
added Mr. Young. “We had a lot of interest in the job 
and selected Ted Leroy Trucking to run the sort.” 

The $7.5-million sort opened in the autumn of 2002 
in Menzies Bay, near Campbell River, BC. The new sort 
was completed on time and under budget, and that was 
just the beginning of the savings. 

“We’re seeing cost reductions for things we didn’t 
anticipate in the original proposal,” Mr. Young said. 
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“We’ve reduced hauling costs by 25 cents per m’, which 
works out to approximately $200,000 per year. We also 
use a privately owned sort in Royston, south of Courtenay, 
but with lower sorting costs at the North Island Dryland 
Sort, we'll shift more wood to Menzies Bay.” 

The new sort is much more efficient than the sort that 
TW was previously using in the area, because of both the 
state-of-the-art equipment and a better layout. Drivers 
no longer sit idle while waiting to have the trailer loaded 
onto the back of their trucks, because they can do it 
themselves through a fully automated system. Other 
time-saving equipment includes a stacker that lifts whole 
loads off trucks and industrial scales that reduce the 
amount of stick scaling required. 


SHIDALVULLS 28 STVOD 


‘OF UU 


TOS 


WE DEMONSTRATE OUR COMMITMENT TO SUCCESS BY FOCUSING 


INTENTLY ON MEETING OR EXCEEDING 


THE NEEDS OF OUR CUSTOMERS 


AND WORKING HARD AS A TEAM TO ACHIEVE OUR COMMON GOALS. 


coat: MARKET EXPANSION 


To diversify markets and maximize the return on every log produced. 


Log sales 

* BC remains, and will remain, TimberWest’s primary market, accounting for 
60% of the Company's log sales volumes in 2002. However, given the continued 
weakness in the domestic market, the Company was able to increase log sales 
to Asia and the US by 15% over 2001. 


Lumber sales 
* Lumber sales for the Elk Falls mill were up 14% over 2001, due to a combination 
of higher shipment volumes and higher average sales realizations. 


* Three new kilns will be constructed at Elk Falls in 2003, which will triple the 
lumbermill’s drying capacity. This will allow Elk Falls to run some of its more. 
profitable programs on a regular basis. 


ONGOING STRATEGIES & 2002 RESULTS 


identify potential sales for emerging internal supply commitments and Review strategic alliance or joint 
log markets restrictions on log exports, these venture opportunities to improve 
volumes would have been higher. margins 


» TimberWest completed a study 


of market opportunities in the * The Company continues to examine 


Select distribution channels and 


emerging Asian markets of China, develop transportation logistics options for milling small-diameter 
Korea and Taiwan in 2002. The hemlock sawlogs that are currently 
study examined wood uses, * TimberWest finalized selection of being chipped for pulp due to the 
industry structure, competition, and distribution channels for emerging lack of a small log mill on the coast 
opportunities for specific log sorts markets during the year. The of BC. Rather than constructing a 
in each market. Company continues to work on small log mill, TW is focusing on 

- Volumes sold to these emerging improving transportation logistics entering into log supply agreements 
markets increased by 34% to to the Chinese and US markets. with third parties. 


35,000 m* during the year. If not for 


Elk Falls moves to higher values 


Elk Falls Lumbermill is gaining a competitive edge — one John Burch, Director, Marketing and Transportation, is 
worth about $10 million — that will move the mill up confident that building closer partnerships with existing 
the value chain and position it as a low-cost producer of customers and targeting new niche markets will bring 
high-value products. the returns the Company wants, plus beat out new 

With its new manufacturing facilities, including three competition, especially from Russia and Europe. 
large kilns and an advanced optimized trimming system, “We are becoming true partners with our customers in 
combined with a third shift coming on in July, the mill Japan, aligning their business strategies and distribution 
will be producing about 25% more lumber in 2003 than systems with ours in a single chain. That way we will be 
the previous year. The Company decided to invest the more responsive in the marketplace and garner a larger 
$10 million after Elk Falls achieved a dramatic turnaround market share there,” he said. The Company is also looking 


in performance in 2002, which resulted in the mill con- 
tributing positive cash earnings for the first time in years. 
More production means more lumber to sell. But 


at niche markets such as railway ties, both for US and 
Japanese markets, plus lumber for house construction in 
France, Belgium and Morocco. 
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Log Shipments 
40007 Export & domestic markets 
(000 mr?) _ 


3000 mC 
i Export 
“Seeing the Company investing millions of dollars like this is great. The biggest thing a s 
is it’s given us a lot more job security, plus it’s boosted morale. As long as P’ve been 

here, times have been tough, so just about everybody has put as much as they possibly 

could into their jobs. We always thought we had to do our best — that was what kept bee 
the doors open. Now it seems as if everything we have done is starting to pay off for us.” 

Sean Rodger, Stacker Operator, three years at Elk Falls Lumbermill (below) 


Domestic 


Developing your strengths is a great way to get stronger. 
With log markets more competitive than ever, TimberWest 
is focusing on new niches in the Pacific Rim, where it 
already has a strong presence and enjoys a reputation for 
“one-stop shopping” and international commitment. 

“TimberWest is unique in that it can offer a full basket 
of products. We have old growth and second growth in 
every North American species except spruce, so we have 
more to offer than other suppliers,” said John Kelvin, 
Vice-President, Log Marketing and Sales. 

“We’re also dedicated to the international marketplace, 
and that gives customers a sense of security, especially our 


for market development. To that end, Mr. Kelvin and 
his marketing team have been exploring new options in 
countries such as China, where environmental restrictions 
on harvesting trees and a growing middle class are creating 
new demand for fibre. In South Korea, the economy has 
rebounded, generating increased demand for higher-value 
logs for interior home finishing. High-quality western 
red cedar and yellow cedar are ideal in Taiwan for niche 
markets, such as temple stock and prayer tables. 

The key, said Mr. Kelvin, is getting the best price for 
each log, which means generating the right sort for a 
particular customer in a particular market — one that will 


key customers in Japan.” generate a higher return to TW than any other option. a) 

Uncertainty looms in the Company’s other two major log “To achieve that, we are continually working at better = 
markets — BC and the US. In BC, the provincial govern- matching our fibre to customer needs. We sort our logs at 
ment is set to roll out a reform package, including changes six separate locations, so we’re improving communication me 
to stumpage and cut control. These will impact both prices and ensuring we’re consistent with providing customers me 
and supply, but exact outcomes are still largely unknown. with the log lengths and surface characteristics, such as a 
Recent forest fires on America’s west coast may result in knot structures, they are looking for,” he said. e 
thinning those forests, which will increase US log supplies. “There’s no big bang here, we’re just working smarter 2 

Thus for TW, the Pacific Rim makes a logical choice to improve margins.” Ss 
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WE DEMONSTRATE OUR COMMITMENT TO THE ENVIRONMENT BY ACKNOWLEDGING THAT 
ENVIRONMENTAL PROTECTION IS A CONDITION 
OF OUR SOCIAL LICENCE TO OPERATE 


AND BY WORKING COOPERATIVELY WITH COMMUNITIES. 


A se a 


coat: STEWARDSHIP 


To foster the Company’s social licence to operate. 


ONGOING STRATEGIES & 2002 RESULTS 


Maintain certification under both the 
Sustainable Forestry Initiative (SFI)* 
and ISO 14001 programs 


« KPMG Quality Registrar Inc. completed 
SFI conformance audits and field- 
work on TW private lands. TW is 
developing action plans to ensure 
that the Company continues to 
conform to SFI standards. 

* TimberWest passed independent 
audits required for maintaining 
ISO 14001 certification. As part of 
this, the Company must demonstrate 
continual improvement. 


Continually improve the Company’s 
environmental performance 


- Areas where TW improved in 2002 
include road maintenance programs; 
information systems at operations; 
watershed management; decreased 
time lapse between harvesting and 
reforestation; and expansion of the 
late-rotation fertilization program. 

* ISO certification of TW’s Environmental 
Management System now includes 
TW subsidiary Flying Tankers Inc., 
which operates the Martin Mars 
water bombers. 


Ensure that employees are 
provided with environmental 
management training 


* TW employs a wildlife biologist, 
forest hydrologist and terrain 
specialist, who provide expert review 
of plans plus consultation and 
training for operations staff in a 
variety of areas. These include 
wildlife, fisheries and biodiversity 
issues; sensitive ecosystem 
management; water quality risk 
management, including road crossings 
such as bridges and culverts; 
windthrow risk management; and 
terrain stability risk management. 


Work with the Nature Conservancy 
of Canada (NCC) to scientifically 
assess and preserve portions of 
the Company’s private lands with 
high ecological values 


* A $50,000 donation from TW 
provided the NCC with an opportunity 
to complete cutting-edge eco-regional 
planning on the coast of BC. This 
is applied across both public and 
private lands and encompasses all 
species and habitat types. 


ADDITIONAL FOR 2003 


* During the second year of a 
10-year, $300,000 program of 
scientific assessment of the 2 
Company's lands, fieldwork ; 
was completed on TW’s Sooke/ 
Mount Muir tenure to determine 
its ecological value based 
on the presence of rare or 
endangered species. 


. - 
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Work with other partners, including 
the Pacific Salmon Foundation (PSF) 
and the Marmot Recovery Foundation, 


_ to enhance the environment 


* In 2002, seven BC streamkeeper 
groups on Vancouver Island 
were funded as part of a five-year 
agreement between TW and the 
Pacific Salmon Foundation. This 
involves TW donating $300,000 
towards improving salmon 
habitat in streams located on 
TW’'s private lands. 

¢ From 2000 to 2002, TW 
donated $500,000 to the Marmot 
Recovery Foundation. In 2002, 
seven Vancouver Island marmots 
were born in the wild and 13 
were born in captivity. 


* Continue to meet with community representatives to discuss 
our approach to sustainable forest-land management. 


14 


“Stewardship of all resources on Timber West’s forest lands 1s critical and the Company 

is committed to it. I am personally committed to ensuring that we manage fish and 
wildlife habitat on a sustainable basis. I spend most of my time in the forest carrying 
out habitat assessments. This allows me to provide our professional foresters with complete 
information about the status of sensitive fish and wildlife habitats or ecosystems to make 
certain that we take these values into account when completing our harvest plans.” 
Dave Lindsay, Wildlife Biologist, playing recorded goshawk calls over a 

loudspeaker to determine if there is a nest in the area (below) 


In September 2002, TW was allocated about $1.8 million 
from the BC government's Forest Investment Account. 
Funds will be used for projects that foster sustainable 
forest management, mitigate environmental risk and 
improve the public forest asset base. 


PARTNERSHIPS 


Landmark agreement helps salmon habitat 
Seven streamkeeping projects on Vancouver Island 
benefitted last year from a unique partnership 
between TW.and the Pacific Salmon Foundation. 
The five-year agreement will see TW invest $300,000 
towards improving salmon habitat in streams located 
on TW’s private lands. 

“Our agreement with TW is the first of its kind,” 
said Rich Chapple, Director of Salmon Programs for 
the PSF. The foundation manages salmon habitat 
restoration and enhancement projects supported by 
corporate funding. 
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“The agreement represents a willingness to come 
up with creative ways to partner with organizations and 
communities to find solutions and common ground,” 
Mr. Chapple said. “Through our new partnership, TW 
and its employees have the opportunity to support salmon 
recovery and habitat protection in a way that is meaningful 
and effective. This agreement demonstrates an important 
approach to environmental stewardship. It blends corpo- 
rate environmental responsibility with the efforts of people 
in the communities who are committed to a vision of 
healthy salmon populations in watersheds that sustain 
both people and ecosystems.” 
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PARTNERSHIPS continued 


Alliance improves coho spawning grounas 
TimberWest is involved in two 30-year agreements with 
Ducks Unlimited to create better spawning conditions 
for coho salmon in the Black Creek watershed, located 
between Courtenay and Campbell River. 

TW owns the top third of the watershed and has 
allowed existing marshlands at the Company’s Oyster 
River Operation to be permanently flooded to create 
Keddie Swamp and Miller Marsh. These areas have helped 
with water storage and maintaining water flow in the creek 
during dry fall months. This additional water flow permits 
coho to migrate upstream to spawn more easily. 

Ducks Unlimited maintains a small retaining wall and 
dam for the wetlands, and Fisheries and Oceans Canada 
monitors the site. TW participates on the Black Creek 
board, along with local farmers, regional district represen- 
tatives, the provincial ministries of Water, Land and 
Air Protection and Agriculture, and Fisheries and 
Oceans Canada. 

“TW is taking care of the watershed, and we’re trying to 
highlight TimberWest’s conservation practices,” said Paul 
Usher, Engineering Technologist for Ducks Unlimited. 

ersh viegy ensures safe drinking water 
TimberWest goes to great lengths to ensure that its log- 
ging activities in community and licensed domestic water 
supply watersheds do not interfere with water quality. 

As part of TimberWest’s watershed management 
program, Forest Hydrologist Bob Willington and Terrain 
Specialist Al Chatterton thoroughly review proposed 
logging plans and provide operations staff with a water 
quality risk rating based on their plan. If this initial 
review indicates a risk to drinking water or fish habitat, 
more detailed geographic information system analysis 
and field investigations are conducted to determine 
ways to reduce the level of risk. 

Other key aspects of the watershed management 
program include testing water samples collected from 
selected streams before, during and after harvesting 
and periodic field inspections of selected watersheds 
to determine potential sediment sources. As well, 
remediation is carried out on any sites that are 
considered a potential threat to water quality. 

Since the watershed harvest plan review program 
was initiated in 1999, TimberWest has not received any 
reports from licensed domestic water users regarding 
water quality problems associated with activities in the 
50-plus watersheds located on the Company’s private 
lands where crews are active. 

“Our operations employees are on target with water 
quality objectives,” said Mr. Willington. “The attention 
to detail that I observe in the field is rewarding. Well-built 
and well-maintained roads, culverts and stream crossing, 
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structures are probably the most significant contributions 
to maintaining water quality. But attention to stream-bank 
and terrain stability is also a very important element of 
our operations strategy.” 


TW supports student work experience 

In the summer of 2002, TW supported several opportunities 
for students to gain valuable work experience. Lake Cowichan 
InfoCentre was able to hire two summer students thanks to a 
donation TW made to the local Chamber of Commerce. 
Student employee Rebecca Eager said, “I learned everything 
from managerial skills to secretarial skills to janitorial skills.” 

The funding was also important for the organization. “We 
need to have grants for students; otherwise we wouldn’t be 
open,” said InfoCentre Manager Carolyne Austin. 

TW also funded the North Island Wildlife Recovery 
Association’s Jobs for Youth program, which enabled the 
association to hire a summer student to assist with ill, injured 
and orphaned wildlife and to educate the public on wildlife 
and environmental issues during tours of the facility. 

“We are pleased to support opportunities for students 
to learn in the workplace,” said Steve Lorimer, Manager, 
First Nations and Community Relations. “We believe in 
these groups’ objectives, and we feel it is a valuable service 
to the public.” 

During the past several years, TimberWest has 
participated as a forest-sector sponsor in the First Nations 
Forest Technician Training Program. As co-sponsors, 
TimberWest and a local First Nation jointly interview and 
select a student from the band for the program. The student 
is subsequently enrolled in the forestry program at the 
Nicola Valley Institute of Technology (NVIT) and provided 
with on-the-job training at TimberWest’s Honeymoon Bay 
Operation (HBO) the following summer. 

Most recently, TimberWest and the Cowichan Tribes 
sponsored band member Cedar Elliott, who was employed 
at Honeymoon Bay Operation last summer following his 
first year at NVIT. Mr. Elliott worked on forestry and 
engineering crews at HBO and is now completing his 
technical training at Malaspina University-College. Since 
1997, TimberWest has co-sponsored students from the 
Ditidaht and Pacheedaht bands as well as from the 
Cowichan Tribes. 

“T learned 95% of what I know now from my summer 
work experience at Honeymoon Bay. I got to work in a 
variety of different areas, from timber cruising to laying out 
blocks. It was neat to see how the process works from start 
to finish,” said Mr. Elliott. 

TimberWest also helped University of Victoria student 
Shona Sinclair participate on a Junior Team Canada trade 
mission to China and the Philippines. As well, TimberWest 
awarded six $2,000 scholarships to graduating Grade 12 
students from its operating communities. 


“From a watershed management perspective, Timber West’s ability 
to grow trees provides both short- and long-term benefits. Rapid 
regeneration and a passionate commitment on behalf of TW’s foresters 
to stand-tending practices yields vigorous plantations, which provide 
significant contributions to watershed stability and water quality 
risk control. This helps maximize timber harvest opportunities without 
jeopardizing water quality for fish or for domestic consumption.” 
Bob Willington, Forest Hydrologist (below) 


Private Timberland Age Class Distribution 


lands 


Old-growth 
timber 


(000 ha) 
Average harvest age of 60 years 


GoAL: ENHANCING THE vaLuE o—- OUR FORESTS 


Growing a more abundant harvest 


Investing $1 million on fertilization will increase the 
volume and value of trees on the 4,100 hectares of 
forest treated in 2002. The payback comes in 10 years 
when the Company expects to achieve a 20% return on 
investment when it harvests trees from sites treated with 
agricultural-grade fertilizer. Fertilizer is applied seven 
to 12 years before harvesting, and research shows that 
Douglas fir is most responsive to fertilization programs. 

“TW’s commitment to Operations Excellence and 
cost reduction continues throughout the entire forestry 
program, from the selection of seed to planting to our 
late-rotation fertilization program,” said John Phillips, 
Manager of Forestry Programs. 


In 2002, TW fertilized a 10% larger area than in 2001 
but at the same cost. This is a 14% increase from 2000. TW 
was able to reduce costs through increasing operational 
efficiencies and negotiating lower costs with suppliers. 

TW’s Forest Hydrologist, Bob Willington, reviews 
fertilization plans prior to finalization of treatment sites to 
ensure commitments to community watersheds are being 
met. In addition to this critical review, specialists make 
certain that the fertilizer is being applied in an appropriate 
manner. As a component of this performance assurance, 
streams and other water bodies are tested before, during 
and after fertilization to ensure the fertilizer is going into 
the trees and not into fish streams or drinking water. 


Second-growth timber Non-productive 
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so that harvests can expand over time 


WE DEMONSTRATE OUR COMMITMENT TO INNOVATION BY NURTURING CREATIVITY 


AND ANENTREPRENEURIAL ATTITUDE 10 pevetop 


anp IMPLEMENT LEADING-EDGE STRATEGIES anp 


ADOPTING TECHNOLOGICAL ADVANCES THAT INCREASE OUR EFFICIENCY. 


coat: ENHANCING THE vaLuE o— OUR FORESTS 


To increase the value of the operable private timberland base. 


“It is difficult to measure our achievements in increasing the value of our operable private 
timberland base, other than the fact that our unit price outperforms our peer group. We know 
there is a gap in value between the US Pacific Northwest and Canada, and we're looking to 
close that gap. Our strategies for achieving this include more intense silviculture, lowering our 
harvesting costs and encouraging the development of a more competitive sawmill industry on 
Vancouver Island that can pay world prices for logs. Private timberlands are our main asset, 
and we know we’re making progress on our goal to increase the value of the operable private 
timberland base because we continue to beat our peer group on total return to shareholders.” 


Hamish Kerr, Vice-President of Strategic Planning and Forest Policy 


ONGOING STRATEGIES & 2002 RESULTS 


increase the growth rate of the forest 


TimberWest planted almost five 


million improved tree seedlings from 
its Mount Newton seed orchard on 
its private and public lands. These 
seedlings, generated through the BC 
Ministry of Forests’ tree-breeding 
program, are expected to increase 
future stand volumes by between 3% 
and 7%. As well, 255,000 seedlings 
were planted from the Company's 
embryogenesis program, which 
replicates high-quality Douglas fir 
seedlings and is expected to increase 
future stand volumes by between 
12% and 16%. 

TW increased late-rotation fertilization 
by 10%. 

TW joined the University of Washing- 
ton Stand Management Co-operative, 
which is active in silvicultural research 
and will keep TW current with the 
latest developments in silviculture. 


Benchmark to ensure adoption of 
best practices 


TimberWest has initiated external 
benchmarking of US Pacific Northwest 
silvicultural practices. 

TW foresters toured several tree farm 
operations in Oregon where intensive 
silviculture practices have been 
successfully applied. TW will adopt 
the more productive practices on its 
lands in BC. 


Classify land base and find higher- 
value uses for land not suitable for 
commercial forestry 


The Company made significant 
progress on its cost-reduction 
program throughout the organization, 
which has allowed operations to 
increase their harvest in areas 
previously considered uneconomic. 
TW’'s Oyster River Operation saved 
$5.96 per m? in 2002 due to increased 
mechanization and other cost-saving 
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initiatives. These savings allowed 
the operation to access more than 
150,000 m° of additional timber. 


¢ TW initiated an inventory program 


that will result in more than half of 
the Company’s second-growth stands 
being measured in the field within 
five years. The program will classify 
standing volumes by species and 
location and incorporate the history 
of any silviculture investments made 
on the stand, thus allowing the 
Company to better plan for future 
harvesting. It also brings TimberWest 
in line with inventory standards of 
US Pacific Northwest companies. 

All TimberWest private lands 

were reviewed for highest and 

best use. 

TW sold its properties in the 

Earle Creek region of the Sunshine 
Coast for $11.5 million. Earle Creek 
was a separate property isolated 
from core operating areas on 
Vancouver Island. 
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Terrestrial Ecosystem Mapping 


This is a generalization of the more detailed information contained in the 


ecological inventory database. The inventory is based on the Biogeoclimatic 
Ecosystem Classification system, which is the provincial standard for describing 


and classifying ecosystems. From the data on this map TimberWest can 
determine which sites are best for replanting certain species of trees. 


| 
Mapping sustainability 
Sustainability of a dependable 
harvest is critical to the future of 
TimberWest and is an important part 
of its ISO and Sustainable Forestry 
Initiative™ certifications. The cut rate 
is based on data from a simulation 
modelling program that calculates how 
fast the trees are growing based on 
age, species and growing conditions. 
The models also incorporate inventory, 
wildlife and biology issues. 

“We’re always trying to substantiate 
our models, which is why we’re updat- 
ing our forest inventory data,” said 
Inventory Forester Jim McPhalen. 
“With new computer software, we’re 
continuing to build more sophisticated 
models to improve the sustainability 
and volume estimate and reduce 
uncertainty. Another inventory pro- 
gram, Terrestrial Ecosystem Mapping 
[TEM ], allows us to categorize our 
land base into ecosystems. From that 
we can determine which sites are best 
for replanting certain species of trees 
and where wildlife habitat exists. We 
then incorporate that information 
into our planning.” 

TimberWest is halfway through a 


SILVICULTURE 


TEM project on its private lands. The 
project, scheduled for completion by 
the end of 2003, will aid TimberWest 
in identifying sensitive ecosystems and 
will form the basis of silvicultural 
prescriptions. 

Taking all of the above into account, 
TW then determines where to harvest 
on private lands based on the location 
of the trees that best meet current 
market conditions and customer 
requirements. 


Investing in high-yteld forestry 
As the Company’s lead person respon- 
sible for “growing more trees faster,” 
Al Waters is both a resource and a 
mentor for operational foresters. 
“TimberWest has an excellent 
land base and very talented and dedi- 
cated employees,” Mr. Waters said. 
“Working together we will rise to the 
challenge of enhancing timber pro- 
duction from private forest lands.” 
Mr. Waters, who has an extensive 
background in silviculture at both 
the corporate and government levels, 
joined TW to head up its enhanced 
silviculture program. His focus for 
2003 is analyzing opportunities and 
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conducting operational research trials 
for high-return silviculture practices 
on the Company’s private lands. 

Areas he has identified for improve- 
ment include fertilization, initial 
seedling growth in the nursery 
and plantations, herbicide use and 
the exploration of opportunities to 
grow short rotations of red alder. 

These improvements will be 
incorporated into the Company’s 
new inventory initiative, which is 
expected to bring TW’s forest inven- 
tory management information system 
in line with current industry practice. 
TW has also contracted Jim Arney, 
PhD, a leading expert in growth and 
yield modelling in the US Pacific 
Northwest and coastal BC, to advise 
on the upgrades to the Company’s 
inventory data and models. 

The Company’s inventory plan will 
cost up to $840,000 per year for the 
next five years. When this “catch-up” 
period finishes, the annual cost 
will be reduced to approximately 
$350,000. At the end of five years, 
TimberWest will have detailed infor- 
mation on its second-growth stands. 
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2002: KEY ISSUES 


Softwood Lumber Dispute 

In May 2002, the US Department 
of Commerce (DOC) introduced 
18.79% countervail duties (CVD) 
and company-specific anti-dumping 
penalties ranging from 2.18% to 
12.44% on Canadian softwood lum- 
ber exported to the United States. 

In August, DOC Under-Secretary 
Grant Aldonas presented a proposal 
that, over time, would allow the 
CVD to be removed based on the 
concept of “changed circumstances.” 
Under US trade law, the DOC can 
act unilaterally to reduce or remove 
countervailing duties if it finds cir- 
cumstances have changed since the 
duty was imposed. 

In January 2003, Mr. Aldonas 
released a more detailed “roadmap” 
which stipulated that Canada must 
abandon its current stumpage system 
and sell “at least a significant portion 
of its logs at public auction, or 
through other competitive means” 
and end all log export restrictions. 
The US and Canadian governments 
participated in a series of meetings in 
Washington beginning in February 
2003 to try to reach a long-term res- 
olution of the trade dispute based on 
changed circumstances. The parties 
also discussed an interim agreement 
that would see a border tax collected 
in Canada until such time as a 
changed circumstances ruling was 
possible. No agreements had been 
reached at press time. 

Because TimberWest’s lumbermill 
sells largely to Asia, the impact of the 
Canada/US softwood lumber dispute 
on Elk Falls has not been significant. 
However, when a solution is reached, 
access to the US market will clearly be 
beneficial for Elk Falls Lumbermill. 
There has been a greater impact on 
the Company’s export log sales to the 
US. Contrary to initial expectations on 
both sides of the border, the dispute 
has served to reduce the pricing of 
both lumber and log products in the 
US. Log sales realizations in 2002 
were thus lower than both plan and 
the prior year’s actual. 


Notice 102 

The export of private-land logs out 
of BC is restricted by the federal 
government’s surplus test, Notice 
102. This test requires that private 
forest owners offer their logs up for 
sale first in BC at domestic prices 
(which are typically lower than export 
market prices), and only if there is 

no buyer in BC can a private forest 
landowner then sell logs outside of 
the country. This restriction applies 
only to BC landowners. Private forest 
landowners in all other provinces, and 
in the US, are free to sell their logs to 
any customer they choose. 

The price premium earned by sell- 
ing private-land logs into the export 
market represents more than half the 
cash generated by the Company’s 
timberland operations. The ability 
to export private-land logs has also 
played a key role in keeping employ- 
ees working while most Crown 
timber—dependent companies on the 
coast were severely curtailed in 2002. 
Selling logs at higher international 
prices allows owners of private land to 
harvest stands that would otherwise 
be uneconomic. Harvesting 
this wood keeps loggers working 
and, because only a portion of wood 
within a stand is of export quality, the 
remainder is available to BC sawmills. 

Notice 102 is an issue in the trade 
file with the US. Forcing private 
forest landowners to sell logs to 
domestic sawmills at prices lower 
than international prices transfers 
the value from the tree grower to 
the processor, provides some sawmills 
with an unfair competitive advantage 
and restricts competition. It impairs 
the value of private timberlands in 
coastal BC and depresses pricing on 
Crown logs as well. TimberWest is 
hopeful that Notice 102 will be 
eliminated as part of a softwood 
lumber settlement with the US. 
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BC Government Policy Reforms 
During 2002, the BC Minister of 
Forests discussed a policy framework 
that eliminates the social engineering 
of the past and moves to a new 
regime that relies on market forces. 
These market forces would drive 
stumpage fees, timber harvesting fees 
and tenure ownership. In terms of 
forest policies requiring amendments, 
the Minister called for the elimination 
of appurtenancy, cut control, 5% 
tenure takebacks on a change of 
control and the Province’s veto on 

a transfer of tenure or mill closure. 
The Minister also discussed amending 
Bill 13, which governs the use of 
contractors in the public-land logging 
industry; making tenure divisible; 

and introducing a 20% takeback of 
Crown tenure to secure fibre for 

First Nations groups and for the 
auctions required for a market-based 
stumpage system. 

While the new direction was set in 
2002, the regulatory and legislative 
changes required to implement the 
policy were not forthcoming. At press 
time, TimberWest anticipated that the 
Minister would introduce policy 
reforms in the spring 2003 legislative 
session. Transitional issues will be 
important, and TimberWest will care- 
fully review how to implement the 
changes in a way that maximizes 
value for unitholders. 

The one change announced and 
implemented in 2002 was amend- 
ments to the Forest Practices Code. 
The new legislation provides industry 
with relief from some of the more 
burdensome provisions of the Code. 
The changes announced are enabling 
in nature and represent a transition 
towards a results-based framework for 
forest policy in BC as the Forest and 
Range Practices Act is implemented 
over the next two years. The Act 
embodies the intended changes but 
leaves most of the application detail 
to regulations, which have yet to be 
formulated. TimberWest, through its 
continued participation in a commit- 
tee led by industry CEOs, will play a 
role in reviewing and influencing the 
resulting regulations. 


Management’s discussion and analysis provides an overview of TimberWest Forest Corp.’s business 
operations, as well as an examination of significant developments that have affected TimberWest’s finan- 
cial condition and results of operations for 2002 relative to 2001. Factors that could affect future 
operations are also discussed. These factors may be affected by known and unknown risks and uncertain- 
ties that may cause the actual future results of TimberWest to be materially different from those expressed 
or implied in this discussion. 

This discussion and analysis should be read in conjunction with TimberWest’s consolidated financial 
statements and the accompanying notes included in this annual report. TimberWest’s consolidated finan- 
cial statements are prepared in accordance with Canadian generally accepted accounting principles and are 
expressed in Canadian dollars. Certain comparative financial figures presented have been reclassified to 


conform with the presentation adopted in the current year. 


TimberWest Forest Corp. (“TimberWest” or “the 
Company”) was incorporated on January 31, 
1997. In June 1997, the Company acquired the 
coastal assets of TFL Forest Ltd. (formerly 
TimberWest Forest Limited), including 210,000 
hectares of private timberlands, Crown timber 
tenures and lumbermill operations, all located on 
Vancouver Island, British Columbia. In December 
1997, the Company acquired Pacific Forest 
Products Ltd.’s 124,000 hectares of private 
timberlands, also located on Vancouver Island. 
With its timberland asset base, TimberWest is 
well positioned as the largest owner of private 
forest lands in Western Canada. The Company’s 
334,000 hectares of private lands contain some 
of the better coniferous forest growing sites in 
the world. The majority of the land base supports 
the growth of Douglas fir, a premium tree species 
sought after for structural purposes. While ensuring 


that rigorous environmental and conservation 
practices for wildlife, water quality protection, 
biodiversity conservation and a wide range of 
other conservation goals are applied, the Company 
believes these lands can sustain a long-term harvest 
of 2.1 million to 2.5 million m* of logs per year. 

TimberWest also holds two renewable long- 
term public Tree Farm Licences that provide the 
Company with the right to harvest 1.2 million m* 
of logs per year from Crown lands. The manage- 
ment practices applied to these lands meet the 
stringent requirements of the provincial Forest 
Practices Code. 

TimberWest operates a lumbermill at Elk Falls 
on Vancouver Island that processes lower-value 
logs primarily sourced from public tenures. In 
addition, the Company holds approximately 6,000 
hectares of real estate that are progressively being 
made available for higher uses. 
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Industry Overview 

TimberWest operates exclusively in the solid wood 
segment of the forest industry, engaged primarily 
in the harvesting and sale of logs. The Company 
is unique in that most of its log production is sold 
on the open market, which provides considerable 
flexibility to meet market opportunities. The sale 
of logs accounts for greater than 80% of the 
Company’s revenue. 

The Company is well positioned to supply fibre 
to a diverse base of customers who participate in 
two of the larger housing markets in the world, the 
United States and Japan. TimberWest’s position in 
the supply chain as a net seller of logs provides the 
Company considerable flexibility in the harvesting 
and sale of its timber resources. 


Timber West’s Vision and Strategy 
TimberWest is a market-driven company with a vision 
of “growing greatest value through Operations 
Excellence.” 

The Company’s vision was developed as a result 
of extensive analyses undertaken in 2001, which 
included an examination of the competitive dynamics 
of the forest industry in which TimberWest operates, 
an assessment of the Company’s strengths, weak- 
nesses, Opportunities and threats in this industry 
context and a determination of the Company’s core 
competencies. 

The results of these analyses were summarized 
in the form of the five-year strategic plan launched 
in 2002 under which TimberWest presently oper- 
ates. A key conclusion drawn from the analysis was 
that TimberWest’s first priority is to enhance the 
performance of its existing business units under a 
strategy focused on “Operations Excellence.” Key 
tenets of Operations Excellence include operating 
in a safe and sustainable fashion, a strong emphasis 
on environmental stewardship, and improvements in 
financial performance through cost reductions and 
improved productivity. While all of the Company’s 
operations are integral to the success of each other, 
strategic objectives have been identified for each 
area and are described below. 


Timber West’s Business 

Private timberlands 

Private timberlands refer to the portion of timber- 
land assets that TimberWest owns in fee simple. 
Private-land ownership has been an advantage as 
the harvesting flexibility has enabled the Company 
to quickly respond to changing market conditions. 


MANAGEMENT’S DISCUSSION & ANALYSIS 


Wood harvested from private land is exportable, 
albeit with some restrictions, and this has resulted 
in much higher average sales realizations than 
those achieved in the domestic market. In addi- 
tion, these lands have lower operating and 
regulatory costs than public lands and have a more 
valuable species mix with the predominance of 
Douglas fir. As a result, these lands have allowed 
the Company to generate consistent returns in 
difficult markets over the past five years. These 
returns have been steady, predictable and relative- 
ly controllable for TimberWest. 

In the near term, the Company will focus on 
Operations Excellence, which means expanding 
markets to achieve the highest return for its prod- 
uct, reducing costs throughout the business and 
investing in its existing business, including an 
increase in high-value silviculture treatments, 
with a view to increasing the Company’s long-run 
sustainable yield. TimberWest’s primary business 
strategy continues to be the pursuit of Operations 
Excellence with its existing basket of assets. As the 
Company is successful in achieving sustainable 
reductions in unit costs, it will explore other ways 
to complement the asset base to increase value. 


Public lands 

TimberWest’s Crown tenures represent approxi- 
mately 33% of the total company harvest. These 
operations have not had consistent profitability 
since the inception of the Company. The major 
issue is not only the variability in historic perform- 
ance but also the uncertainty surrounding future 
performance in light of both market and regulatory 
change. Tenure reform is likely within the planning 
horizon, along with a restructuring of the coastal 
industry, bringing uncertainty about the exact 
nature of the change but also the opportunity that 
comes with change. 

TimberWest is committed to its strategy of 
Operations Excellence on public lands as well. The 
Company’s short- to mid-term focus is on reducing 
operating costs within public-land operations and 
working with other industry stakeholders to reduce 
other costs of public timberland operations. 


Lumbermill operations 

TimberWest has a single lumber manufacturing 
facility, the Elk Falls lumbermill located at 
Campbell River, British Columbia. The Elk Falls 
facility includes a medium-log lumbermill, an inte- 
grated chipping facility, a planermill and dry kilns. 


MANAGEMENT’S DISCUSSION & ANALYSIS 


The lumbermill processes medium-diameter logs 
either harvested from TimberWest’s logging oper- 
ations or traded or purchased specifically for this 
operation. Currently operating at two shifts per 
day, annual capacity is 115 million board feet of 
lumber and 200,000 m* of wood chips. 

Integral to maximizing the value of the Company’s 
timberland assets is access to conversion facilities 
that can pay global prices for fibre. The strategic 
objective for the Elk Falls lumbermill is to continue 
to improve its competitiveness by enhancing its 
product mix and improving its productivity and 
cost competitiveness. Being the lowest-cost produc- 
er possible will allow the mill to compete with the 
highest bidders for fibre and thereby help maximize 
the value of the Company’s timberland base. 


Higher-use properties and other revenue streams 
TimberWest has a portfolio of higher-use properties 
that comprise approximately 6,000 hectares at 
any one time. These properties are identified as 
TimberWest determines them to be surplus to its 
harvesting requirements. TimberWest’s vast land 
holdings also have potential value to be realized from 
other uses, such as coal bed gas and mineral nghts. 

TimberWest is committed to exploring opportu- 
nities to create additional value from its existing 
land base, including participation in real estate 
activity and the development of other revenue 
streams where value may be added. 


Key Performance Drivers 

TimberWest operates in an international commod- 
ity market, and key to the Company’s performance 
is the ability to be the lowest-cost producer possi- 
ble. This is the key driver in delivering value to 
the Company’s unitholder base. Hence, the crux 
of TimberWest’s Operations-Excellence strategy 1s 
to ensure all operations are producing at the 
lowest possible cost. As such, the Company has 
benchmarked all operating processes and has put 
in place productivity targets for labour and equip- 
ment that are designed to place all operations in 
the top quartile of industry performance in the 
shortest time frame possible. 

Lowering costs, however, cannot come at the 
expense of product quality or margin, so earnings 
and cash-flow measures are continually monitored 
to ensure the Company is improving its return 
to log. 


Capability to Deliver Results 

Financial capability 

TimberWest is conservatively financed and has a 
low cost of capital. The Company is 20% levered 
and has considerable financial flexibility in 
distributing cash to its unitholder base and for 
investing in the Operations Excellence strategy 
where required. Within the past year, the Company 
has accessed the Canadian debt and equity capital 
markets as well as the Canadian bank market for 
financing on favourable terms. 


Non-financial capability 

TimberWest has a highly skilled workforce — from 
its management team and its Board of Directors 
through to hourly employees and contract crews. 
Significant change has been made to the manage- 
ment team in the past year, and the Company 
believes it has a team in place that works well 
together and is solidly aligned to TimberWest’s 
strategic direction. The Company also has effective 
internal control and management information 
systems that ensure good decisions are being made 
and that relevant and timely information is being 
disclosed to the capital markets. TimberWest has 
invested in people, equipment, roads and inven- 
tory at appropriate levels to ensure that production 
can respond to changing market conditions. 
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MANAGEMENT’S DISCUSSION & ANALYSIS 


HIGHLIGHTS AND SIGNIFICANT TRANSACTIONS 


Corporate Restructuring 

During 2002, TimberWest implemented a strategic 
plan to enhance the performance of all businesses 
through reduced costs and improved productivity. 
As part of a company-wide cost reduction program, 
a thorough examination of business processes was 
undertaken in an effort to streamline operations and 
increase efficiencies. As a result of this review the 
Company recorded a one-time, pre-tax charge to 
earnings of $9.8 million in the second quarter of 
2002, representing the expected costs of severance, 
early retirement programs and closure of facilities 
resulting from the restructuring. 


Public Equity Offering 

In February 2002, the Company completed a 
public equity offering of 11,190,650 Stapled Units 
at a price of $12.85 per Stapled Unit, for gross pro- 
ceeds of $143.8 million. Net proceeds of the public 
equity offering of $136.1 million were applied to 
reduce the Company’s indebtedness under its pre- 
viously outstanding non-revolving credit facility, 
which provided financing for up to $200.0 million. 


Public Debenture Offering 

On October 1, 2002, the Company closed a 
public offering of $130.0 million aggregate princi- 
pal amount of 7.0% unsecured senior debentures 
due October 1, 2007. The debentures were sold at 
a price of 99.552% of their principal amount, with 
net proceeds to the Company of $127.8 million. 
The Company undertook this public debenture 
offering as a means of refinancing its outstanding 
6.5% debentures maturing on March 3, 2003. As 
the public debenture offering was completed in 
advance of this maturation date, the Company used 
a portion of the proceeds to reduce indebtedness 
under its revolving credit facility and to retire its 
previously outstanding overdraft and non-revolving 
credit facilities, which provided financing for up to 
$10.0 million and $200.0 million, respectively. The 
Company anticipates retiring the 6.5% debentures 
with drawings on credit facilities available on the 
date these debentures mature. 

In anticipation of this public debenture offering, 
the Company entered into a bond lock transaction 
to protect the Company against rising interest rates 
over the period of refinancing. On closing out of this 
transaction, due to a decline in interest rates, the 
Company realized a $5.0 million loss and recorded a 
one-time, pre-tax charge to earnings of $5.0 million 
in the third quarter of 2002. 


Purchase of Debentures for Cancellation 
During the fourth quarter of 2002, the Company 
purchased for cancellation $18.5 million aggregate 
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principal amount of its 6.5% debentures at an aver- 
age price equal to 100.4% of the principal amount. 


Revolving Credit Facility 

In anticipation of the maturation of the Company’s 
6.5% debentures in March 2003, TimberWest has 
been evaluating financing alternatives available to 
it for refinancing this obligation. In January 2003, 
subsequent to TimberWest’s 2002 fiscal year- 
end, the Company accepted a commitment from a 
Canadian chartered bank to provide an unsecured, 
revolving 364-day credit facility in the amount 
of $40.0 million. Under this facility, funds are avail- 
able to the Company in both Canadian and US 
dollars by way of adjusted prime rate—based loans and 
Canadian dollar bankers’ acceptances. The Company 
expects that this facility will provide the liquidity and 
resources necessary for the debenture retirement and, 
going forward, will provide an additional financial 
resource and increased liquidity to the Company. 


Accounting Policy Change 
Stock-based compensation 
& other stock-based payments 
Effective January 1, 2002, TimberWest adopted the 
recommendations of Section 3870 — Stock-based 
Compensation and Other Stock-based Payments of 
the Canadian Institute of Chartered Accountants 
(“CICA”) Handbook. Section 3870 establishes 
standards for the recognition, measurement and 
disclosure of stock-based compensation and other 
stock-based payments made in exchange for goods 
and services provided by employees and non- 
employees. It applies to transactions in which 
common shares, stock options or other equity instru- 
ments are granted or liabilities incurred based on the 
price of common shares or other equity instruments. 
Section 3870 sets out a fair value—based method 
of accounting that is required for certain, but not 
all, stock-based transactions. Section 3870 must 
be applied to all stock-based payments to non- 
employees, and to employee awards that are direct 
awards of shares, that call for settlement in cash or 
other assets, or are share appreciation rights that call 
for settlement by the issuance of equity instruments. 
However, the new standard permits the Company 
to continue its existing policy that no compensation 
cost is recorded on the grant of Stapled Unit options 
to employees. Consideration paid by employees on 
the exercise of Stapled Unit options is recorded as an 
addition to Stapled Units within unitholders’ equity. 
Section 3870 requires additional disclosures for 
options granted to employees, including disclosure of 
pro forma earnings and pro forma earnings per share 
as if the fair value—based accounting method had 
been used to account for employee stock options. 


MANAGEMENT’S DISCUSSION & ANALYSIS 


RESULTS OF OPERATIONS 


The following table presents the results of TimberWest’s operations for the year ended December 31, 2002, in comparison to 
the results for the years ended December 31, 2001, through December 31, 1998: 


(in millions of dollars except per Stapled Unit amounts) 2002 2001 2000 1999) 1998' 


Consolidated Statements of Earnings 


Net sales $ 4649 $ 461.9 $ 487.0 $°"456:6" $ 399.8 
Operating costs and expenses: 
Cost of products sold 340.1 346.3 363.1 8837/0) 3 10F2 
Depreciation, depletion and amortization 11.5 13:4 | S6) 15.2 13.4! 
Selling, administrative and other 14.0 15.0 14.1 13.8) 10.5 
365.6 SAT 390.8 366.1 334.1 
Operating earnings 99.3 Sia2) 96.2 90.5 (5). 7/ 
Interest expense 15.3 DB. 24.5 21.8 20.8 
Amortization of debt issue costs yf 326 B25 355 2) 
Loss on bond lock transaction 5.0 - - - - 
Restructuring charge 9.8 - - - - 
Other (income) expense (0.9) - (0.6) 0.8 1.8 
Write-down of capital assets and other related costs - - ils 24.7 - 
Earnings before income taxes 66.4 60.2 67.5 39.7 40.2 
Income tax expense (recovery) 27.1 15.6 (137.4) 19.0 34.3 
Net earnings $ 39.3 $ 44.6 $ 204.9 $ 20.7 $ 5.9 
Consolidated Statements of Distributable Cash 
Net earnings $ 39.3 $ 44.6 $ 204.9 $ 20.7 $ 5.8) 
Income tax benefit related to distributions 26.7 29.4 32.6 26.6 18.6 
Earnings available for distribution 66.0 74.0 DET 8) AVES 24.5 
Future income tax expense (recovery) (0.2) (15.2) (170.8) (8.9) 14.4 
Write-down of capital assets and related costs - = 1.8 24.7 - 
Earnings available for distribution before provision for future 
income taxes and write-down of capital assets and related costs 65.8 58.8 68.0 63.1 38.9 
Add (deduct): 
Depreciation, depletion and amortization 15.2 17.0 i zien lioey 16.3 
Proceeds from sale of capital assets 19.4 12.4 W183 Si 926 
Proceeds from sale of other assets = = 4.2 eS 5c 
Gain on sale of capital assets (3.9) (225) (2.0) (278) (4.6) 
Maintenance capital expenditures (11.5) (7.3) (10.3) (6.6) (7.0) 
Other non-cash items 5.1 5,4] Ong (0.4) 2.8 
Decrease in non-cash working capital = = = - 6.9 
24.3 24.7 2h e2 2OP 29.4 
Distributable cash’ $ 90.1 $83.5 $ 89.2 $ 3.8  § 68.3 
Basic distributable cash per weighted average Stapled Unit? 1.21 W229 1.34 1.20 0.98 
Diluted distributable cash per weighted average Stapled Unit’ 1.20 AS) 1.34 1220 0.98 
Cash distributions paid per Stapled Unit 1.08 1.08 1.08 1.08 1.08 
Basic weighted average number of Stapled Units 
outstanding (000’s) 74,686 64,984 66,590 69,608 69,608 
Diluted weighted average number of Stapled Units 
outstanding (000’s) 74,808 65,128 66,685 69,608 69,608 
Stapled Units outstanding at the end of the period (000's) 76,193 64,691 64,825 69,608 69,608 


’ Information presented for 1999 and 1998 has been restated to reflect the retroactive effect of a mandatory change in methods of accounting for income 
taxes and employee future benefits for fiscal years beginning on or after January 1, 2000. 


2 Distributable cash and basic and diluted distributable cash per weighted average Stapled Unit are measures that do not have a standardized meaning 
prescribed by Canadian generally accepted accounting principles (“GAAP”) and may not be comparable to similar measures presented by other companies. 
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MANAGEMENT’S DISCUSSION & ANALYSIS 


Distributable Cash 

TimberWest generated distributable cash of $90.1 
million, or basic distributable cash of $1.21 per 
weighted average Stapled Unit and diluted distrib- 
utable cash of $1.20 per weighted average Stapled 
Unit for the year ended December 31, 2002. This 
compares to distributable cash of $83.5 million, or 
basic and diluted distributable cash of $1.29 per 
weighted average Stapled Unit for the year ended 
December 31, 2001. Earnings available for distri- 
bution, before provision for a future income tax 
recovery of $0.2 million, were $65.8 million, or 
$0.88 per basic and diluted weighted average 
Stapled Unit in fiscal 2002. This compares to earn- 
ings available for distribution, before provision for 
a future income tax recovery of $15.2 million, of 
$58.8 million, or $0.90 per basic and diluted 
weighted average Stapled Unit for 2001. The $7.0 
million increase in earnings available for distribu- 
tion before provision for future income taxes 
reflects the Company’s success with Operations 
Excellence initiatives focused on achieving cost 
reductions and productivity increases in all aspects 
of operations. 

Despite market conditions characterized by 
low prices and weak domestic demand, TimberWest 
distributed $78.9 million or $1.08 per Stapled Unit 
to unitholders in 2002, consistent with distributions 
made by the Company in 2001. Since TimberWest’s 
inception in July 1997, including the distribution 


Log sales for the year ended December 31, 
2002, were $378.2 million or 81% of total sales 
compared to $378.4 million or 82% of total sales 
for 2001. This result reflects both log shipments 
and average log sales realizations for 2002 that 
were comparable to those in 2001. Log shipments 
for 2002 were 3,416.5 thousand m* compared to 
3,391.1 thousand m in 2001. Though the overall 
sales volume was stable, the Company’s efforts at 
market expansion and diversification resulted in a 
29% increase in the volume of sales to the US West 
Coast, as well as a 3% increase in the volume of 
export sales to Asia. The increases into these markets 
were offset by a 7% decrease in volumes sold into 
the domestic market. Average realizations on 2002 
log sales were $111 per m*, in line with the average 
realizations of $112 per m* in 2001. Though 
realizations on domestic sales in 2002 stabilized at 
$94 per m', the same as in 2001, average export sales 
realizations were down 7% from the prior year, to 
$135 per m*. This decline is primarily attributable 
to price weakness on fir, offset in part by some 
strengthening in hembal pricing, and offset the 
increase in export sales volume. The 2002 sales 
mix by species was comprised of 57% fir, 23% hem- 
lock and 11% cedar, compared to 53% fir, 26% 
hemlock and 11% cedar for 2001. 


Log Shipments 
(000 m') 


Average Log Sales 
Realizations 
($ per 000 mm) 


paid on January 15, 2003, the Company has distrib- 
uted $402.2 million to unitholders. 

3500 
Revenues 
Net sales for the year ended December 31, 2002, 
were $464.9 million, up marginally from the $461.9 a 
million realized for the year ended December 31, 2001. 


3109.6 3107.6 | | 


3100 
Net Sales 
($ millions) ; 
Wood chips 
500 and athens a 
—| — Real estate g8" ye) 00" O02 
| — Lumber 


300 Lumber sales for the year ended December 31, 


2002, were $58.0 million or 12% of total sales. 
This compares to lumber sales of $60.5 million or 
13% of total sales for fiscal 2001. The 4% decrease 
in overall lumber sales reflects $9.5 million of 
inventory remaining from the Cowichan lumber- 
mill sold in 2001. Current year lumber sales are 


— |IKoyefs 


100 


98 99 00 01 02 


26 


Lumber Shipments 


entirely attributable to production from the Elk 
Falls lumbermill, which has increased 14% over 
sales of $51.0 million from this facility in 2001. 
This increase in sales can be attributed to an increase 
in volume sold, up 5% to 115.3 million board feet 
in 2002 from 109.8 million board feet in 2001, 
and to an increase in lumber sales realizations 
which averaged $503 per mfbm in 2002, up 8% 
from realizations of $465 per mfbm for 2001. 


Average Lumber Sales 


(mmfbm) Realizations 
($ per mfbm) 
380 549 549 
523 
503 
500 
465 
440 


Real estate activities generated revenues of 
$16.5 million for the year ended December 31, 
2002, compared to revenues of $11.2 million for 
2001. This increase is primarily due to the sale of 
the Company’s Earle Creek property, a 2,400- 
hectare parcel of land located on the Sunshine 
Coast of British Columbia, during the current year 
for proceeds of $11.5 million. 


Operating Earnings 

Operating earnings for the year ended December 
31, 2002, were $99.3 million or 21% of sales 
compared to $87.2 million or 19% of sales for 
2001. The 14% year-over-year improvement in 
operating earnings is primarily attributable to 
improvements in average cost of sales and lower 
depreciation, depletion and amortization charges 
for the year. Of greatest significance was the 
Company’s ability to reduce cost of sales during 
the year, from $346.3 million or 75% of sales for 
2001 to $340.1 million or 73% of sales for the 
year ended December 31, 2002. The Company’s 
average logging production cost for 2002 of $73 
per m* was $1 per m* lower than the prior year. 
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Though appearing negligible, this decrease reflects 
the net effect of several significant items. Most 
notable is the Company’s solid progress in achieving 
permanent cost reductions and increased productiv- 
ity through its 2002 strategic initiatives — initiatives 
that delivered cost savings of $17.5 million or $4.90 
per m* in 2002 against the Company’s target of 
$4.50 m*. These cost savings were the result of a 
wide range of initiatives, including direct shifting 
changes, increased harvest mechanization and 
system changes, improved rates and increased 
production through competitive bid work done by 
contractors, wage labour compliance changes, fleet 
management, bulk purchasing, early retirement 
programs, facilities consolidation and overhead 
reductions. Unfortunately, much of this benefit was 
offset by an increase in stumpage charges during 
the year. Despite a 14% decrease in harvest volumes 
from Crown tenures over the prior year, 2002 
stumpage payments to the Province of British 
Columbia increased by 80% to $24.3 million. The 
Company was able to mitigate the impact of 
increased stumpage charges by shifting a greater 
proportion of its harvest from public lands to lower- 
cost private lands. 

The Company’s rationalization of lumbermill 
operations continued in 2002 with the implemen- 
tation of a new management team at the Elk Falls 
lumbermill. The team was charged with improving 
productivity and lumber recovery while attaining 
the highest value possible for lumber products. 
Changes implemented at the lumbermill have been 
positive, evidenced by an 18% increase in produc- 
tion and a 2% decrease in cost of sales over 2001. 

Operating earnings were positively affected 
by strong real estate activity during the year ended 
December 31, 2002, with property sales of $16.5 
million compared to property sales of $11.2 
million for the year ended December 31, 2001. Real 
estate activity contributed $2.7 million to operating 
earnings in 2002 compared to $1.5 million in 2001. 


JOC UNV VR2CW 


CC 


IVIONVNId GALVAITIOSNOO 


SLNAWALVLS 


Earnings Before Interest, Taxes, 

Depreciation and Amortization 

Earnings before interest, taxes, depreciation and 
amortization (“EBITDA”) for the year ended 
December 31, 2002, increased $1.3 million to 
$101.9 million compared to $100.6 million for 
2001. On a per weighted average Stapled Unit 
basis, EBITDA decreased to $1.36 for 2002, down 
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from $1.55 in the prior year, due to an increase in 
the number of Stapled Units outstanding during 
2002 as a result of the public equity offering 
completed during the 2002 fiscal year. EBITDA 
as a percentage of sales has remained steady at 
22% for the year ended December 31, 2002, the 
same as for the year ended December 31, 2001. 
These results were due to factors described above. 


The following table details the calculation of TimberWest’s EBITDA for both fiscal 2002 and 2001: 


(in millions of dollars) 


Net earnings 
Add: 
Interest expense 
Loss on bond lock transaction 
Income taxes 
Depreciation, depletion and amortization 
Amortization of debt issue costs 
EBITDA' 


2002 2001 

$ 39.3 $ 44.6 
15.3 23.4 

5.0 = 

27.1 15.6 

11.5 13.4 

=i5// 3.6 

$ 101.9 $ 100.6 


’ EBITDA does not have a standardized meaning prescribed by GAAP and may not be comparable to similar measures 


presented by other companies. 


Finance Charges 

Interest expense for the year ended December 31, 
2002, decreased $8.1 million or 35% to $15.3 
million compared to $23.4 million for the year end- 
ed December 31, 2001. This reduction is primarily 
attributable to lower debt outstanding during the 
year resulting from the application of proceeds from 
the public equity offering completed during the 
year towards reduction of borrowings on credit 
facilities. 

The provision for amortization of debt issue 
costs of $3.7 million for the year ended December 
31, 2002, was up slightly from $3.6 million in 
2001. This increase reflects the deferral of $1.6 
million in fees associated with the Company’s pub- 
lic debenture offering completed in October 2002, 
and the amortization thereof, as well as the accel- 
erated amortization of deferred costs associated 
with the purchase for cancellation of $18.5 million 
aggregate principal amount of its 6.5% debentures 
during the year. 

In anticipation of the public offering of its 7.0% 
debentures completed in October 2002, TimberWest 
entered into a bond lock transaction to protect 
the Company against rising interest rates over the 
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period of the refinancing. Due to a decline in inter- 
est rates, TimberWest realized a $5.0 million loss on 
closing out this transaction. TimberWest has chosen 
what it considers a conservative accounting treat- 
ment for this cost and took a one-time, pre-tax 
charge of $5.0 million in the third quarter of 2002. 
As a result, the Company’s future interest costs 
associated with the public debenture offering will be 
lower than if the bond lock loss was amortized over 
the five-year term of the debentures. 


Restructuring Charge 

During 2002, TimberWest implemented a strategic 
plan to enhance the performance of all businesses 
through reduced costs and improved productivity. 
As part of a company-wide cost reduction program, 
a thorough examination of business processes was 
undertaken in an effort to streamline operations 
and increase efficiencies. As a result of this review, 
the Company recorded a one-time, pre-tax charge 
to earnings of $9.8 million in the second quarter 
of 2002, representing the expected costs of sever- 
ance, early retirement programs and closure of 
facilities resulting from the restructuring. 


Income Taxes 

Income tax expense for the year ended December 
31, 2002, was $27.1 million compared to an ex- 
pense of $15.6 million for the year ended 
December 31, 2001. The $27.1 million expense 
in 2002 includes current taxes of $0.6 million 
relating to large corporations tax and a net future 
income tax expense of $26.5 million. The future 
income tax expense is offset by an income tax 
benefit of $26.7 million in interest on Series A 
Subordinate Notes held by unitholders, which 
was credited directly to distributions. The $15.6 
million expense in 2001 includes current taxes of 
$1.4 million relating to large corporations tax and 
a net future income tax expense of $14.2 million. 
The future income tax expense included a recovery 
of $19.2 million related to the recognition of a 
provincial income tax rate reduction enacted in 
British Columbia during the year, offset by an 
income tax benefit of $29.4 million in interest on 
Series A Subordinate Notes held by unitholders, 
which was credited directly to distributions. 


Net Earnings 

Net earnings for the year ended December 31, 
2002, were $39.3 million, down from $44.6 mil- 
lion for the year ended December 31, 2001. This 
decrease is due to factors described above, most 
notably the increase in stumpage charges and the 
one-time restructuring charge taken in the year, 
offset in part by the positive impact of strategic 
cost reduction initiatives undertaken during 2002. 
Net earnings for 2001 reflect a $19.2 million 
future income tax recovery recorded in that year 
related to provincial income tax reductions for 
British Columbia. 

For the year ended. December 31, 2002, 
TimberWest has reported a basic and diluted net 
loss per common share of $0.21, compared to basic 
and diluted net earnings per common share of 
$0.06 for the year ended December 31, 2001. 
This year-over-year decline in earnings per com- 
mon share reflects the Company’s unique equity 
instrument and the effect of the issuance of 
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11,190,650 Stapled Units through the public 
equity offering completed during the year, and the 
decrease in net earnings from that reported in the 
prior year. 

With TimberWest’s Stapled Unit equity instru- 
ment, earnings attributable to common shares are 
net earnings less net distributions on Series A 
Subordinate Notes held by unitholders (distribu- 
tions announced during the year, net of the tax 
benefit thereon) (see note 11 to the accompanying 
consolidated financial statements). In the current 
year, a $15.8 million loss is attributable to the 
common share component of the Company’s 
Stapled Units, representing net earnings of $39.3 
million less distributions announced during the 
year on Series A Subordinate Notes held by 
unitholders of $81.8 million, net of the $26.7 
million tax benefit thereon. In 2001, net earnings 
of $4.1 million were attributable to the common 
share component of the Company’s Stapled Units, 
representing net earnings of $44.6 million less 
distributions announced on Series A Subordinate 
Notes held by unitholders of $69.9 million, net of 
the $29.4 million tax benefit thereon. 


Sensitivities 

Markets for TimberWest’s products are cyclical 
and affected by such factors as economic growth, 
interest rates, foreign exchange rates, construction 
activity, and log and chip trading activities. The 
majority of the timber harvested from the 
Company’s private timberlands is sold at prices set 
by the Vancouver log market. Pricing in this mar- 
ket is affected by the prices of forest products that 
are produced from British Columbia coastal logs. 
TimberWest’s earnings are subject to variation 
in log prices and therefore are subject to variations 
in forest product prices. In addition, TimberWest 
sells a substantial volume of product outside of 
Canada (50% of gross sales in 2002), mostly in 
US dollars. As such, the relative strength of the 
Canadian dollar versus its US counterpart has a 
considerable impact on sales and earnings. 


The following table illustrates the sensitivity of TimberWest’s operating earnings to changes in the average 
Canadian dollar selling price for its major products and in the value of the Canadian dollar relative to 


the US dollar: 


(in millions of dollars) 


Logs — $5 change per m® 

Lumber — $10 change per mbfm 

Chips — $5 change per m° 

Canadian dollar — $0.01 US change per Canadian dollar’ 


Impact on operating earnings 


Se del 
$ ez 
$ Be 
$ 3.6 


1 Estimate is based on US-dollar denominated sales for the year ending December 31, 2002, assuming all other variables 


remain constant. 
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QUARTERLY FINANCIAL HIGHLIGHTS 


The following table presents selected unaudited quarterly financial information from each of the Company’s last eight quarters. This 
data has been derived from unaudited interim consolidated financial statements that have been prepared on the same basis as the 
annual audited consolidated financial statements and, in the Company’s opinion, include all normal recurring adjustments necessary 
for the fair presentation of such information. These unaudited quarterly highlights should be read in conjunction with the Company’s 
audited annual consolidated financial statements: 


Oo —————————————————— 


Unaudited 2002 2001 

{in millions of dollars except 

per Stapled Unit amounts) 01 02 03 04 Total Q1 02 Q3 a4 Total 
Net sales $88.9 $120.7 $130.4 $124.9 $ 464.9 lO. Sis0s2 GS 10S & Ws $ 257.9 
Operating earnings $21.0 $ 19.3 $ 30.7 $ 28.3 $ 99.3 8S 0 S 235 8 WO 8 WY S BZ 


Earnings available for distribution $13.9 $ 40 $ 22.0 $ 26.1 $ 66.0 Cy AO) SS SS SS Bie Sy ABS TAO 
Earnings available for distribution 
before provision for future 


income tax recovery $14.9 $ 53 $ 22.0 $ 236 $ 65.8 S25 8 201 S&S 287 S F./ & Be 
Distributable cash $21.2 $ 10.6 $ 34.1 $ 242 $ 90.1 GS 250) S 26.77 S Wad S$ Wess Ss ties 
Distributions paid $17.4 $ 20.4 $ 20:5 $ 20.6 $ 78.9 8 Ws S Wie 8 ds § 174 8 C9 
ed Unit 
Earnings available for distribution 
— basic $0.20 $ 0.05 $ 0.29 $ 0.34 $ 0.88 & O29 & 0:29 8 O28 8 OF S 1.14 
— diluted $0.18 $ 0.05 $ 0.29 $ 0.34 $ 0.88 SS Oe SS O79 S O42 8 O42 5 i ilé 
Earnings available for distribution 
before provision for future income 
tax recovery 
— basic $0.21 $ 0.07 $ 0.29 $ 0.31 $ 0.88 i Oe & Oo & OS & Oe S O20 
— diluted $0.20 $ 0.07 $ 0.29 $ 0.31 $ 0.88 iS O.ée? SS len 8 OS S We & O90 
Distributable cash 
— basic $0.30 $ 0.14 $ 0.45 $ 0.32 $ 1.21 SS O20 & O24 S O22 8 O20 & 1.29 
— diluted $0.28 $ 0.14 $ 0.45 $ 0.31 $ 1.20 SS O40 2 O24) § 0.27 S OA & 11-22) 
Distributions paid $0.27 $ 0.27 $ 0.27 $ 0.27 $ 1.08 SS O27 & 027 § O27 WAFS 1108 
Logs $73.0 $102.9 $ 99.0 $103.3 $378.2 S ile] SiO 8 Bay S 1005 S784! 
Lumber 2a 13.0 14.1 18.2 58.0 Dom ISA! 1325 tales 60.5 
Wood chips and other 2.5 Sal ays} i568! 12.2 3.9 622 Peli 2eS 11.8 


$88.9 $120.7 $130.4 $124.9 $464.9 SA10.7, $130.2, S$ 1105:45$2115.6) S 4629 
volume 


Logs (thousand m') 


Domestic 267.2 615.8 507.5 650.8 2,041.3 474.0 544.5 568.7 609.3 2,196.5 
Japan and other Asian markets 153.9 190.0 190.5 130.7 665.1 PAI 233.5 123.6 166.1 646.0 
United States 228.7 219.7 132.0 129.7 710.1 70.4 182.9 143.0 S253 548.6 
649.8 1,025.5 830.0 911.2 3,416.5 667.2 960.9 835.3 G27 1 So Olet 

Lumber (mmfbm) 26.8 28.7 2i.z 32.6 115.3 46.6 30.8 PLTf es ZOE: 130.2 


Production volume 


Logs (thousand m’) 707.5 1,023.9 859.4 969.1 3,559.9 SS 11 O73 948.7 WES) SSP 2 
Lumber (mmfbm) 26.0 30.9 31.3 33.3 121.5 36.0 34.0 15.7 25u) 111.4 
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SUMMARY OF FINANCIAL POSITION 


Current Assets 

Current assets experienced a year-over-year 
increase of $10.7 million to $102.3 million as at 
December 31, 2002, up 12% from $91.6 million 
as at December 31, 2001. This increase can be 
attributed to higher inventories of $67.3 million 
at December 31, 2002, compared to inventories 
of $54.2 million as at December 31, 2001. Log 
inventories of $57.0 million at the end of 2002 
were $8.5 million higher compared to the balance 
of $48.5 million at the end of 2001, reflecting 
both increased volumes and a higher-value species 
mix at the end of 2002 compared to the previous 
year. Favourable weather conditions facilitated 
harvesting at higher elevations throughout the lat- 
ter part of 2002 — under traditional weather 
patterns, characterized by heavy snowpack at these 
elevations, this would not have been possible. 
Lumber inventories of $8.5 million at December 
31, 2002, were $4.4 million higher than lumber 
inventories at December 31, 2001, reflecting 
higher volumes due to increased productivity at 
the Elk Falls lumbermill and a higher proportion 
of high-value Douglas fir product in 2002 year- 
end inventory. The increase in the inventory 
component of current assets was offset in part by a 
$5.1 million decrease in trade accounts receivable 
to $27.0 million as at December 31, 2002, reflect- 
ing the Company’s success with efforts to manage 
this element of working capital. 


Capital Assets 

Capital assets of $1,355.6 million as at December 
31, 2002, were $13.5 million lower than at this 
time in the prior year. This reduction was prima- 
rily the result of the current year provision for 
depreciation, depletion and amortization of $11.5 
million and the sale of capital assets for proceeds 
of $17.5 million, partially offset by $11.5 million 
in maintenance capital expenditures during the 
current year. 


Other Assets 

There was a net decrease of $6.1 million in other 
assets to $20.4 million as at December 31, 2002, 
compared to $26.5 million at the end of the prior 
year. Factors contributing to the net decrease in 
other assets include a decrease in prepaid pension 
costs of $1.8 million, a decrease in deferred debt 
issue costs of $2.0 million and a $2.0 million decrease 
in a receivable on the sale of other surplus assets. 


Current Liabilities 

Current liabilities at the end of 2002 were $173.0 
million, down $89.2 million from $262.2 million 
as at December 31, 2001. This decrease can be 


attributed to several factors, most notably a 
decrease in current credit facilities outstanding, 
from $203.6 million in 2001 to $106.5 million 
in 2002, reflecting the use of proceeds from the 
public equity offering and the public debenture 
offering completed during the year to repay and 
retire the Company’s obligations under an over- 
draft facility for $10.0 million and a non-revolving 
credit facility for $200.0 million. 

Giirentelabilitiesmame) cecimbcrmolame 002s 
include $106.5 million aggregate principal 
amount of 6.5% debentures that mature on March 
3, 2003. During 2002, the Company purchased 
for cancellation $18.5 million aggregate principal 
amount of these debentures at an average price of 
100.4% of the principal amount. In anticipation of 
the maturation of these debentures, the Company 
has been evaluating financing alternatives available 
to it for the refinancing of this obligation. As 
disclosed in note 19 to the accompanying consoli- 
dated financial statements, on January 22, 2003, 
the Company accepted a commitment from a 
Canadian chartered bank to provide an unsecured, 
revolving 364-day credit facility in the amount 
of $40.0 million. The Company expects that this 
facility will provide the liquidity and resources 
necessary for the debenture retirement and, going 
forward, will provide an additional financial 
resource and increased liquidity to the Company. 

Accounts payable and accrued liabilities increased 
$4.8 million to $46.0 million at December 31, 2002, 
an increase primarily attributable to amounts owing 
in relation to the restructuring undertaken during 
the current year. The distribution payable at 
December 31, 2002, of $20.5 million is $3.1 million 
greater than the distribution payable at December 
31, 2001, and reflects the increased number of 
Stapled Units outstanding as a result of the public 
equity offering completed during the year. 


Long-term Liabilities 

As) at December 31, 2002, long-term credit 
facilities available to TimberWest consisted of an 
unsecured revolving facility for $125.0 million 
due June 30, 2004. This facility, currently 
undrawn, had been drawn by $50.0 million as at 
December 31, 2001. TimberWest’s long-term 
liabilities as at December 31, 2002, include 
$130.0 million aggregate principal amount of 
7.0% unsecured senior debentures issued during 
the year. At December 31, 2001, the Company 
had $125.0 million aggregate principal amount of 
6.5% debentures outstanding and classified as 
long-term liabilities; however, as noted above, 
these debentures mature on March 3, 2003, and 
are classified as current liabilities in the current year. 
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At December 31, 2002, TimberWest’s long-term 
liabilities also included a silviculture liability of 
$4.8 million, a $23.7 million liability relating to 
non-pension post-retirement benefits, and a future 
income tax liability of $232.0 million. These liabil- 
ities have not changed materially from the balances 
reported at December 31, 2001. 


Unitholders’ Equity 

At December 31, 2002, unitholders’ equity was 
$914.8 million, $126.3 million higher than as 
at December 31, 2001. This increase is due to a 
$142.1 million increase in Stapled Units outstand- 
ing, offset by a $15.8 million decrease in retained 
earnings during the year. The increase in Stapled 
Units is the result of the issuance of 11,190,650 
Stapled Units through the public equity offering 
completed during the year for gross proceeds of 
$143.8 million, net of issuance costs of $4.9 
million, and the issuance of $3.2 million in Stapled 
Units on the exercise of Stapled Unit options. The 
decrease in retained earnings of $15.8 million can 
be attributed to 2002 distributions on Series A 
Subordinate Notes held by unitholders of $81.8 
million (net of the $26.7 million tax benefit 
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thereon) exceeding 2002 net earnings of $39.3 
million (see note 11 to the accompanying consoli- 
dated financial statements). 

In November 2002, TimberWest announced its 
intention to affect a normal course issuer bid to pur- 
chase up to 3,809,201 Stapled Units, representing 
approximately 5% of the Company’s 76,184,032 
Stapled Units issued and outstanding on November 
5, 2002, through the facilities of the Toronto Stock 
Exchange at the market price at the time of pur- 
chase. The bid will terminate on the earlier of 
November 6, 2003, being the expiry of 12 months 
from the commencement of the bid, and the date 
upon which TimberWest has acquired the max1- 
mum number of Stapled Units permitted under the 
bid. As at December 31, 2002, TimberWest had not 
repurchased any of its Stapled Units under the bid. 

Pursuant to a normal course issuer bid that 
expired on October 28, 2002, TimberWest was 
in a position to repurchase up to 3,252,350 of 
the Company’s issued and outstanding Stapled 
Units through the facilities of the Toronto Stock 
Exchange. TimberWest did not repurchase any of 
its Stapled Units through this bid. 


LIQUIDITY AND CAPITAL RESOURCES 


Operating 

In 2002, operating activities provided TimberWest 
with $74.2 million compared to $60.6 million 
provided by operating activities in 2001. Net 
income, excluding non-cash items, generated cash 
of $78.0 million in 2002, up from $74.4 million 
in 2001. The increases in both 2002 and 2001 
were partially offset by the impact of changes in 
non-cash working capital items. The $3.8 million 
increase in non-cash working capital during 2002 
was due to the net effect of items discussed previ- 
ously under “Summary of Financial Position,” 
including an increase in inventories, offset in part 
by an increase in accounts payable and accrued 
liabilities and a decrease in accounts receivable. 


Financing 

Cash used in financing activities was $83.9 million 
for the year ended December 31, 2002, compared 
to $68.2 million for the year ended December 31, 
2001. As described below, the Company under- 
took a number of financing transactions during 
2002, including both a public equity offering 
and a public debenture offering, resulting in a 
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repositioning of the Company’s capital structure. 

Financing activities included $78.9 million in 
cash distributions paid to unitholders during 2002 
compared to $69.9 million in 2001. Though the 
per unit distribution paid per Stapled Unit in 2002 
remained at $1.08, the same as for 2001, the 
increased number of Stapled Units outstanding as 
a result of the public equity offering completed 
during the year resulted in an overall increase of 
$9.0 million in distributions paid in 2002. 

In February 2002, the Company completed a 
public equity offering of 11,190,650 Stapled Units 
at a price of $12.85 per Stapled Unit for gross 
proceeds of $143.8 million. Net cash proceeds 
received were $136.1 million after costs of $7.7 
million (net costs of $4.9 million after accounting 
for a future income tax benefit of $2.8 million). 
The Company issued a further 311,291 Stapled 
Units for net proceeds of $3.2 million on the 
exercise of Stapled Unit options during the year. 

In October 2002, the Company closed a 
public offering of $130.0 million aggregate princi- 
pal amount of 7.0% unsecured senior debentures 
due October 1, 2007. These debentures were sold 


MANAGEMENT’S DISCUSSION & ANALYSIS 


at 99.552% of their principal amount for gross 
proceeds of $129.4 million, with net proceeds 
to the Company of $127.8 million after costs of 
$1.6 million. Both the discount and the costs 
associated with this public offering have been 
deterred and are being amortized against income 
over the life of these debentures. 

The Company used a portion of the funding 
provided through the public equity offering and 
the public debenture offering to purchase for 
cancellation $18.5 million aggregate principal 
amount of its 6.5% debentures maturing on 
March 3, 2003, at an average purchase price equal 
to 100.4% of the principal amount. 

A further portion of this funding was utilized to 
settle financial obligations on the Company’s pre- 
viously outstanding overdraft and non-revolving 
credit facilities. In addition, $50.0 million of this 
funding was used to pay down drawings outstand- 
ing on the Company’s revolving credit facility. 

For 2003, a key financing commitment of the 
Company is the retirement of the $106.5 million 
aggregate principal amount 6.5% debentures, 
which mature on March 3, 2003. The Company 
undertook the public offering of the 7.0% deben- 
tures as a means of refinancing the 6.5% 
debentures. As the public debenture offering was 
completed in advance of the maturation date of 
the 6.5% debentures, the Company used the pro- 
ceeds to reduce indebtedness under its existing 
credit facilities. The Company anticipates retiring 
the 6.5% debentures with drawings on credit facil- 
ities available on the date these debentures mature, 
including its $125.0 million revolving facility and 
the $40.0 million revolving facility committed to 
in January 2003. 


Investing 

Cash provided by investing activities was $10.7 
million for the year ended December 31, 2002, 
compared to $7.6 million for the year ended 
December 31, 2001. 

Proceeds from the sale of capital assets during 
fiscal 2002 were $17.5 million compared to $12.4 
million for the prior year. These proceeds were 
generated primarily from the sale of real estate 
properties, representing $16.5 million and $11.2 
million for 2002 and 2001, respectively. This year- 
over-year increase can be attributed to the sale of 
TimberWest’s Earle Creek property in 2002 
for gross proceeds of $11.5 million. The sale of 
Earle Creek was considered exceptional, given the 
unique nature of this property and its location 
on the Sunshine Coast of British Columbia. 
TimberWest’s portfolio of higher-use properties 
has few comparable properties. 
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Maintenance capital expenditures for the year 
ended December 31, 2002, were $11.5 million 
compared to $7.3 million for 2001. Of the current 
year amount, $2.5 million was spent on the 
construction of roads, $2.9 million was spent on 
capital equipment and investment in the logging 
operations, and $1.3 million was spent on the 
Elk Falls lumbermill. In addition, during 2002 
TimberWest incurred $4.4 million in capital 
expenditures for the construction of a new dryland 
sort at Menzies Bay, British Columbia, which 
allows the Company to reduce sorting costs and 
provides strategic benefits related to the location 
and security of ownership of the property. For 
2003, the Company has committed to approxi- 
mately $10.0 million in capital expenditures at its 
Elk Falls lumbermill to facilitate the addition of 
a third operating shift and to purchase and install 
three new drying kilns. The Company expects that 
the mill will generate sufficient cash flow in 2003 
to fully fund these capital expenditures from 
operations. 

A net decrease in other assets resulted in a net 
cash inflow of $4.7 million during 2002 compared 
to a net decrease of $2.5 million in 2001. The 
current year decrease in other assets was due in part 
to the Company collecting $2.0 million of a long- 
term receivable for a sale of other surplus assets. 


Capital Resources 

Excluding the credit facilities and the distribution 
payable to unitholders, net operating working 
capital was $56.3 million at December 31, 2002, 
compared to $50.4 million at December 31, 
2001. TimberWest believes that its operating 
working capital is adequate to meet its operating 
requirements. 

NotaledeburasmateWccembennoles 2002 @awas 
$236.5 million compared to $378.6 million as 
at December 31, 2001. Total credit facilities 
available to the Company as at December 31, 
2002, were $361.5 million. Subsequent to 
December 31, 2002, the Company accepted a 
commitment from a Canadian chartered bank 
to provide an additional 364-day revolving 
credit facility in the amount of $40.0 million. 

TimberWest’s consolidated debt-to-total capi- 
talization ratio as at December 31, 2002, was 
21:79, down from 32:68 as at December 31, 
2001. The more favourable position at the end 
of 2002 reflects the use of net proceeds of $136.1 
million from the public equity offering completed 
during the first quarter of 2002 to pay down the 
Company’s credit facilities. 
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MANAGEMENT’S DISCUSSION & ANALYSIS 


COMMITMENTS NOT REFLECTED IN THE BALANCE SHEET 


TimberWest does not have derivative financial instruments or any equity interests in unconsolidated entities or any other 
business arrangements related to the foregoing that would have a material effect on the assets and liabilities of the Company as 
at December 31, 2002. 

As disclosed in note 17 to the accompanying, consolidated financial statements, in accordance with GAAP, TimberWest has 
commitments that are not reflected in the balance sheet of the Company. These commitments include operating leases for 
equipment and office premises, and letters of credit and guarantee that are routinely issued on behalf of insurance companies 
and other third parties in connection with outstanding performance contracts. 


UNIT TRANSACTIONS AND INFORMATION 


The following table sets forth quarterly closing prices and trading volumes of TimberWest’s Stapled Unit and equivalent as traded 
on the Toronto Stock Exchange: 


Cee ee ——————————— 
Trading of Stapled Units and equivalent Closing high Closing low Close Volume 


Trust Units/Stapled Units': 


1997: Third Quarter ? $ 16.00 $ 11.40 $ 15.00 8,046,941 
Fourth Quarter $ 15.50 $ 9.90 $ 10,35 2,893,451 
1998: First Quarter $ 11.60 $ 9.55 $ 10.50 9,786,692 
Second Quarter $ 10.65 $ 8.20 cS CeO 9,790,361 
Third Quarter ' $ 9.00 $ 7.60 $ 7.85 4,271,934 
Fourth Quarter $ 10.00 SS 1.80 $ 8.95 8,486,269 
1999: First Quarter $ 9.45 $ 8.50 $ 9.30 6,915,090 
Second Quarter Sele SS S.1s Sele 50 5,498,035 
Third Quarter $912.00 $ 10.55 $ 10.65 571397614 
Fourth Quarter $ 10.85 cS O25 $ 9.50 8,047,352 
2000: First Quarter $ 10.35 $ 8.80 SS GL 25 NOT 2111 
Second Quarter $ 11.30 SS SAG $ 10.40 4,094,791 
Third Quarter SS 1.18 $9585 $ 10.80 4,191,406 
Fourth Quarter $ 11.00 $ 10.00 $ 10.85 2723 1h OGM, 
2001: First Quarter SS 1.15 $ 10.60 $ 10.90 3,909,883 
Second Quarter § 12.50 $ 10.80 9 12.20 2,430,870 
Third Quarter $ 12.54 $ 11.65 $ 11.65 SG 28) 
Fourth Quarter Sesa25 $ 11.50 $ 13.00 4,834,500 
2002: First Quarter Seow GS 2d SiligesS 8,450,000 
Second Quarter $ 14.00 $ 12.65 $ 13.96 5,766,665 
Third Quarter $ 13.95 $ 12.50 $ 12.50 8,044,773 
Fourth Quarter $ 12.81 S11. 20 $ 12.00 5,614,688 


Trust Units of TimberWest Timber Trust ceased to be listed on the Toronto Stock Exchange (“TSX”) on October 9, 1998. Stapled Units of TimberWest 
Forest Corp. were listed on the TSX on October 6, 1998. Between October 2, 1998, and July 14, 1999, the Trust Units of the Trust were redeemable for 


Stapled Units of TimberWest on a one-for-one basis. On July 14, 1999, all remaining Trust Units except for 100 units held by TimberWest Forest Corp. 
were redeemed for Stapled Units. 


Trust Units were listed on the TSX on June 23, 1997. 
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CASH DISTRIBUTIONS 


TimberWest’s policy is to make quarterly distributions to its unitholders in the form of interest on the Series A Subordinate Notes 
held by unitholders, as a return of capital upon the redemption of the preferred shares, or as dividends on the common shares or 
preferred shares. The amounts of such distributions are subject to TimberWest’s overall financial condition. Quarterly distri- 
butions will be payable to the holders of Stapled Units of record on January 1, April 1, July 1 and October 1 in each year (“Record 
Date”) and are expected to be paid on the fifteenth day of the month of each Record Date. 

Due to the nature of TimberWest’s business, quarterly cash flows will fluctuate during the year for seasonal reasons. Cash flows 
will also fluctuate from year to year due to the cyclical nature of the business. One of the objectives of TimberWest’s cash distri- 
bution policy is to make even distributions to unitholders. This means that cash distributions may vary from the actual cash generated 
during certain periods. Any difference will be added to or subtracted from either cash reserves or available credit facilities. 


MANAGEMENT’S DISCUSSION & ANALYSIS 


The composition of distributions distributed to date on a per unit and equivalent basis were as follows: 


Record date Payment date Interest income Taxable dividends Non-taxable' Total distributions? 
Trust Units: 
Sept. 30, 1997 Oct. 15, 1997 $ 0.259000 $ 0.066000 $ - 0.325000 
Dec. 31, 1997 Jan. 15, 1998 0.161000 - 0.089000 0.250000 
$ 0.420000 $ 0.066000 $ 0.089000 0.575000 
Mar. 31, 1998 Apr. 15, 1998 $ 0.266000 $ a $ = 0.266000 
June 30, 1998 July 15, 1998 0.270000 - - 0.270000 
Sept. 30, 1998 Oct. 15, 1998 0.272000 - - 0.272000 
Dec. 31, 1998 Jan. 15, 1999 0.269457 - ~ 0.269457 
SO As7/ $ - $ - 1.077457 
Mar. 31, 1999 Apr. 15, 1999 $ 0.269364 $ - $ - 0.269364 
June 30, 1999 July 15, 1999 0.269364 - - 0.269364 
$ 0.538728 $ = $ = 0.538728 
Stapled Units: 
Jan. 1, 1999 Jan. 15, 1999 $ 0.269457 $ = $ = 0.269457 
Apr. 1, 1999 Apr. 15, 1999 0.269364 - - 0.269364 
July 1, 1999 July 15, 1999 0.269364 - - 0.269364 
Oct 1999 Ole, Ts, ISB) 0.269364 = - 0.269364 
$§ 1.077549 $ = $ = 1.077549 
Jan. 1, 2000 Jan. 15, 2000 $ 0.269364 $ = $ - 0.269364 
Apr. 1, 2000 Apr. 15, 2000 0.269364 - - 0.269364 
July 1, 2000 July 15, 2000 0.269364 - - 0.269364 
Oct. 1, 2000 Oct. 15, 2000 0.269364 - - 0.269364 
Sl Oum456 $ = $ = 1.077456 
Jan. 1, 2001 Jan. 15, 2001 $ 0.269364 $ = $ = 0.269364 
Apr. 1, 2001 Apr. 15, 2001 0.269364 = - 0.269364 
July 1, 2001 July 15, 2001 0.269364 - - 0.269364 
Oct. 1, 2001 Oct. 15, 2001 0.269364 = - 0.269364 
$107 7456 $ = $ = 1.077456 
Jan. 1, 2002 Jan. 15, 2002 $ 0.269364 $ = $ = 0.269364 
Apr. 1, 2002 Apr. 15, 2002 0.269364 - - 0.269364 
July 1, 2002 July 15, 2002 0.269364 = - 0.269364 
Oct. 1, 2002 Oct. 15, 2002 0.269364 = - 0.269364 
SONA 56 $ = $ = 1.077456 
Jan. 1, 2003 Jan. 15, 2003 $ 0.269364 $ - $ = 0.269364 


CNV VRdaw 
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’ Non-taxable represents a return of capital to unitholders, which reduces the cost base of the units. 
2 Excludes a distribution of $0.2 million made to holders of special deposit warrants on March 21, 1997. 


Total distributions paid to unitholders for the year ended December 31, 2002, were $78.9 million or $1.08 per Stapled Unit out- 
standing at each record date and were comprised entirely of interest earned on Series A Subordinate Notes held by unitholders. 
Since the Company’s inception in July 1997, including the distribution paid on January 15, 2003, TimberWest has distributed 


$402.2 million to unitholders. 
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MANAGEMENT’S DISCUSSION & ANALYSIS 


CRITICAL ACCOUNTING POLICIES AND ESTIMATES 


TimberWest’s accounting policies are described in 
note 2 to the accompanying consolidated financial 
statements. The preparation of financial statements 
in conformity with generally accepted accounting 
principles requires management to make estimates 
and assumptions that affect the reported amounts 
of assets and liabilities and disclosures of contin- 
gent assets and liabilities at the date of the financial 
statements and the reported amounts of revenue 
and expenses during the reporting period. Actual 
results could differ from those estimates. 

TimberWest considers the following policies to 
be most critical in understanding the judgments 
that are involved in preparing the Company’s con- 
solidated financial statements and the uncertainties 
that could affect the Company’s results of opera- 
tions, financial condition and cash flows. 


Distributable Cash 

TimberWest’s consolidated financial statements 
and the management’s discussion and analysis in- 
clude disclosures of “distributable cash” and “basic 
and diluted distributable cash per weighted aver- 
age Stapled Unit.” Distributable cash is defined as 
consolidated earnings before income taxes, less 
current income taxes, plus depreciation, depletion 
and amortization, plus proceeds from the sale of 
capital assets net of their gain (loss) on sale, less 
maintenance capital expenditures and, from 
time to time, adjustments for other items deemed 
appropriate by the Board of Directors. The 
Company’s equity instrument, the Stapled Unit, 
and the Company’s operating focus are both 
centred on the generation of cash flow from 
operations and the distribution thereof to the 
Company’s unitholders. 

Distributable cash is a cash flow measure that is 
not required disclosure under GAAP and may not 
be comparable to similar measures provided by 
other companies. The Company’s Consolidated 
Statements of Distributable Cash provide a recon- 
ciliation between net earnings as determined in 
accordance with GAAP and distributable cash as 
defined herein. Basic and diluted distributable cash 
per weighted average Stapled Unit is computed on 
a basis consistent with that prescribed by GAAP 
for computing earnings per share as applied to the 
Company’s Stapled Units and components thereof 
as per note 11 to the accompanying consolidated 
financial statements. 


Accounting for Private Timberlands 
TimberWest accounts for its private timberland 
assets using the sustained yield method. Under the 


sustained yield method, depletion is taken on the 
capital cost of private timberlands if harvest levels 
exceed growth on a sustained basis. Yield analyses 
are conducted at least every five years on all private 
timberlands to determine if a depletion charge is 
required. The next yield analysis is scheduled for 
completion in fiscal 2003. 

The process of estimating sustained yield is 
complex, requiring significant decisions in the eval- 
uation of timber stand volumes based on the 
development of yield curves derived from data on 
timber species, timber stand age and growing site 
indexes gathered from a physical sampling of the 
timberland resource base. Although every reason- 
able effort is made to ensure that the sustained yield 
determination represents the most accurate assess- 
ment possible, subjective decisions and variances in 
sampling data from the actual timberland resource 
base make this determination generally less precise 
than other estimates used in the preparation of the 
consolidated financial statements. Changes in the 
determination of sustained yield may result in cor- 
responding changes in the provision for depletion 
of the private timberland asset in periods subse- 
quent to periodic yield analyses, and could result in 
impairment of the carrying value of capital assets. 


Accounting for Series A Subordinate Notes 
As TimberWest may elect to pay interest on the 
Series A Subordinate Notes held by unitholders 
in common or preferred shares of the Company, 
and may elect to pay the principal amount of 
the Series A Subordinate Notes held by unithold- 
ers in common shares of the Company, the $684.1 
million principal amount of the Series A 
Subordinate Notes held by unitholders has been 
classified as equity for accounting purposes, and 
interest thereon, on an after-tax basis, is charged 
directly to retained earnings as a distribution. The 
aggregate annual amount of interest payable on 
Series A Subordinate Notes held by unitholders at 
December 31, 2002, is $82.1 million. 


Accounting for Employee Future Benefits 

TimberWest’s pension and_ post-retirement 
benefit costs are developed from actuarial valua- 
tions. Inherent in these valuations are key 
assumptions, including the discount rate and 
expected long-term rate of return on pension 
plan assets. Material changes in TimberWest’s pen- 
sion and post-retirement benefit costs may occur 
in the future due to a change in these assump- 
tions, a change in the number of plan participants 
or a change in the level of benefits provided. 


MANAGEMENT’S DISCUSSION & ANALYSIS 


RISK MANAGEMENT 


TimberWest manages principal risks of its business 
through established systems and procedures in 
two main areas: business operations, including both 
forestry resources and facilities, and finance. The 
Company’s principal risks can also be viewed in 
terms of controllable risks and non-controllable 
risks. Controllable risks relate primarily to, the 
resources and assets of TimberWest and compliance 
with regulatory and ethical standards. Non- 
controllable risks result primarily from variations 
in product prices due to changes in market condi- 
tions, fluctuations in foreign currency exchange 
rates, and regulatory, legislative and harvesting 
fee changes made by the provincial government of 
British Columbia. 


Business Operations Risk 

Revenues, net income and cash flow from 
TimberWest’s operations are dependent on the 
Company’s continued ability to harvest timber at 
adequate levels. The Company’s ability to harvest 
timber from its timberlands in order to fund distri- 
butions to unitholders may be limited by weather 
conditions, timber growth cycles, access limitations 
and regulatory requirements. There can be no 
assurance that the Company will achieve harvest 
levels in the future necessary to maintain or increase 
revenues, net income and cash flows. 

To minimize the potential for adverse impacts 
arising from these risk factors, TimberWest has 
systems and procedures in place to monitor the 
utilization of resources and the protection of assets. 
Control mechanisms report on the efficiency and 
use of forestry, conversion and monetary resources. 
TimberWest believes that procedures in place to 
track and monitor changes, along with adequate 
insurance coverage, protect the Company’s assets 
from undue business operations risk. 


Forest resource risk 

TimberWest’s private timberlands and Crown 
timber tenures are subject to the risks associated 
with standing forests. Forest fires, insect infestation 
and disease pose the primary risks. The Company 
has endeavoured to minimize these risks through 
prevention and early detection. Fire protection is 
provided through ground-based suppression crews 
and an aerial attack capability. Over the last several 
decades, losses on the Company’s private timber- 
lands and Crown timber tenures due to fire, insect 
infestation and disease have been negligible. As is 
typical in the forest products industry, the 
Company does not maintain insurance coverage 
with respect to damage to its private timberlands. 


The Company does, however, maintain insurance 
for loss of logs due to fire and other occurrences 
following harvesting. 


End-market risk 
The results of TimberWest’s operations are, and 
will continue to be, affected by the cyclical nature 
of the forest products industry. Prices and demand 
for logs and manufactured wood products have 
been, and in the future can be expected to be, 
subject to cyclical fluctuations. The demand for 
logs and wood products is primarily affected by the 
level of new residential construction activity and, 
to a lesser extent, repair and remodelling activity 
and other industrial uses, which are subject to 
fluctuations due to changes in economic condi- 
tions, interest rates, population growth, weather 
conditions and other factors. Decreases in the 
level of residential construction activity generally 
reduce demand for logs and wood products, 
resulting in lower revenues, profits and cash flows. 
The Company’s business includes the sale of 
logs from its private timberlands for export, which 
is substantially dependent on market and econom- 
ic conditions in both Japan and the US West Coast 
region. Log export revenues may be affected by, 
among other things, fluctuations in exchange 
rates, the availability of substitute products, the 
level of housing starts, changes in building 
practices, and the impact of existing federal legisla- 
tion that constrains log exports from private 
timberlands only in British Columbia. Historically, 
export grade logs have been sold at a premium 
over the prices that would have been received if the 
logs had been sold in the domestic market. British 
Columbia provincial legislation effectively con- 
strains the export of logs originating from Crown 
timber tenures. 


Regulatory risk 
Legislation in British Columbia empowers 
provincial regulatory agencies to develop regula- 
tions, set policies and establish and maintain all 
aspects of sustainable forest management. The 
British Columbia Forest Practices Code establishes 
standards for both operational planning and 
forest practices on Crown timber tenures and 
private timberlands within Tree Farm Licences. 
TimberWest focuses on providing its forest work- 
ers and supervisors with the knowledge and skills 
they require in order to carry out their daily tasks 
in full compliance with the Forest Practices Code. 
The British Columbia Private Land Forest 
Practices Regulations apply to lands within the forest 
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land reserve, which covers most of the Company’s 
private lands. In addition to reforestation standards, 
these regulations set out protection standards for 
four key public environmental values: clean water, 
protection of fish habitat; soil conservation; and 
protection of critical wildlife habitat. These regula- 
tions apply to TimberWest’s private lands classified 
as Managed Forests. 

The of British Columbia has 
announced its intention to make changes to the 
regulatory framework for both Crown and private 
timberlands. These changes could influence the 
Company’s harvesting costs and affect the Company’s 
access to merchantable timber on both its Crown 
timber tenures and its private timberlands. 

TimberWest is subject to numerous and increas- 
ingly stringent environmental laws and regulations 
of general application relating to air emissions, 
effluent discharges, ground water quality, plant 
and wildlife protection, employee health and safety 
and waste management. Changes to these laws 
or regulations, or the implementation of new laws 
or regulations, could result in additional expenses, 
capital expenditures and restrictions and delays 
in the Company’s activities. In addition, if the 
Company fails to comply with applicable legislation 
and regulations, its operations could be interrupted 
and it could be subject to significant liabilities, 
including fines and other penalties, or required to 
take remedial actions, any of which could entail 
significant expenditure. 

TimberWest employs an environmental manage- 
ment system to ensure the Company’s operations 
are in compliance with these regulations. On 
November 29, 1999, TimberWest was awarded the 
ISO 14001 registration on all of its operations, 
which indicates that TimberWest’s operations have 
appropriate systems in place to provide substantial 
compliance with applicable environmental laws. 
TimberWest has now been in good standing with 
this certification program for over three years. In 
December of 2000, TimberWest became the first 
Canadian company to achieve sustainable forest 
management certification for its forestry operations 
on private land under the American Forest & 
Paper Association’s Sustainable Forestry Initiative 
(“SFI”)™ Program. The SFI program is a rigorous 
system of environmental and conservation practices 
that includes requirements for wildlife protection, 
biodiversity conservation, harvesting practices and a 
wide range of other forest management goals. 
TimberWest has now been in good standing with 
this certification program for over two years. 
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MANAGEMENT’S DISCUSSION & ANALYSIS 


Finance Risk 

TimberWest sells a substantial volume of products 
outside of Canada (50% of gross sales in 2002), 
mostly in US dollars. As such, the relative strength 
of the Canadian dollar versus its US counterpart 
has a considerable impact on sales and earnings. 
The sensitivity of TimberWest’s operating results 
to fluctuations in the value of the Canadian dollar 
relative to the US dollar has been discussed 
previously under “Results of Operations” in this 
management’s discussion and analysis. 

At December 31, 2002, the Company did not 
have a position in any forward exchange contracts. 
At December 31, 2001, the Company had contract- 
ed for US$6.0 million of foreign exchange forward 
contracts at an average rate of $1.5445 expiring at 
various dates through February 2002. The carrying 
value of these foreign exchange contracts was nil 
and, based on market exchange rates at December 
31, 2001, the foreign exchange contracts had an 
unrecognized mark-to-market loss of $0.3 million. 
This amount offset foreign exchange gains (losses) 
on US dollar revenues in the contract period. 

At December 31, 2002, the Company did not 
have a position in any currency call options. At 
December 31, 2001, the Company had entered 
into Canadian dollar call options totalling 
US$12.0 million with an average strike price of 
1.5283 expiring at various dates through March 
2002. The carrying value of these call options was nil 
and, based on market exchange rates at December 
31, 2001, the call options had an unrecognized 
mark-to-market loss of $0.2 million. This amount 
offset foreign exchange gains (losses) on US dollar 
revenues in the contract period. 


MANAGEMENT’S DISCUSSION & ANALYSIS 


UNCERTAINTIES 


Softwood Lumber Dispute 

On May 22, 2002, the US Department of 
Commerce imposed countervailing duties of 18.8% 
against Canadian softwood lumber exports to the 
US. Also on May 22, 2002, the US Department of 
Commerce imposed anti-dumping duties, which for 
TimberWest have been set at 8.4%. 

The Department of Commerce found that pro- 
ducers/exporters of softwood lumber from Canada 
have sold certain products below fair market value. 
The Canadian federal and provincial governments 
have launched challenges of these tariffs under the 
North American Free Trade Agreement and with 
the World Trade Organization. The impact of these 
US trade measures has affected the Company’s 
domestic log customers and will continue to have 
an impact on softwood lumber producers in British 
Columbia, including the Company’s ability to 
export softwood lumber from the Elk Falls lumber- 
mill. It is uncertain when this softwood lumber 
dispute will be resolved. 

Lumber sales by TimberWest into the US were 
not significant during 2002. Approximately 
US$33,000 of combined countervailing and anti- 
dumping duties on softwood lumber shipments to 
the US have been reflected in the Company’s 
financial results for the year ended December 31, 
2002. Cash payments for both the countervailing 
and anti-dumping duties have been made at the 
assessed rates. 


Crown Timber Tenures 

The British Columbia Forest Practices Code, imple- 
mented in 1995, has constrained harvest flexibility, 
reduced the amount of timber available for harvest- 
ing and increased the cost of harvesting. The effects 
of the Forest Practices Code are extremely variable 
depending upon the type of forest area, the history 
of previous forest management, and the extent of 
other forest values on the area. The impact of the 
Forest Practices Code has been reflected in the 
current harvest levels and operating costs of 
TimberWest’s Crown timber tenures and _ private 
timberlands within Tree Farm Licences. New gov- 
ernment and industry initiatives are working to 
reduce bureaucracy, provide increased operating 
flexibility and reduce costs to tenure holders, while 
preserving environmental values. 

The British Columbia provincial government 
continues to implement its Protected Areas 
Strategy with an overall goal of protecting 12% of 
British Columbia’s land base in a natural condi- 
tion. While the strategy is now fully implemented 
for Vancouver Island, TimberWest’s operating 
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areas in Johnstone Strait may be affected over 
the next several years if small protected areas 
are established in this region. The impact on 
TimberWest’s allowable annual cut is not expected 
to be material. 

Under the Forest Act (British Columbia), allow- 
able annual cuts on Crown timber tenures are 
subject to review by the Chief Forester of British 
Columbia every five years. The last review was 
completed in 1996 and resulted in a net increase in 
TimberWest’s overall allowable annual cut. To 
date, new allowable annual cuts for TimberWest’s 
Crown tenures have not been determined. A 
recent government initiative to expand consulta- 
tion with First Nations as part of the allowable 
annual cut review process has resulted in addition- 
al time being required to complete these reviews. 

The provincial government of British Columbia 
has signalled its intention to modify the current 
stumpage system in order to achieve greater equi- 
ty in application across all tenure holders. The 
complete nature of these revisions is not known 
at this time, but it is likely that changes will 
affect stumpage rates over time. For TimberWest’s 
tenures, such impact will likely be mixed with 
increased stumpage in some areas and reduced 
stumpage in other areas. The provincial govern- 
ment has also proposed making changes to cut 
control, appurtenancy and tenure transfers — 
these changes, if implemented, are expected to 
provide TimberWest greater flexibility in the 
management of its Crown timber tenures. The 
overall impact of these proposals cannot be deter- 
mined until such time as changes are introduced. 

Another issue of note pertaining to the 
Company’s Crown tenures is the January 2003 
announcement by the Province of British 
Columbia of the offer of a timber sale licence to 
the Ditidaht and Pacheedaht First Nations for 
300,000 m* of timber to be harvested over a 10- 
year period from TimberWest’s Tree Farm Licence 
46. For the period 1993 to 1997, TimberWest 
cut less than its full allowable annual cut on Tree 
Farm Licence 46. TimberWest lost harvesting 
rights from this cut control period, prompting 
the government to allocate undercut volume to 
the First Nations as part of an economic develop- 
ment initiative. An operating area has been 
established within Tree Farm Licence 46 where 
this allotment will be harvested. The impact on 
TimberWest of this allocation is expected to be 
minor as this timber sale licence award is for an 
historical undercut; the Company’s allowable 
annual harvest levels remain unchanged. 
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Aboriginal Land Claims 

Canadian courts have recognized that aboriginal 
peoples may possess rights at law in respect of land 
used or occupied by their ancestors where treaties 
have not been concluded to deal with these rights. 
These rights may vary from limited rights of use 
for traditional purposes to a right of aboriginal 
title and will depend upon, among other things, 
the nature and extent of the prior aboriginal use 
and occupation. The courts have encouraged the 
Canadian federal and provincial governments and 
aboriginal peoples to resolve rights claims through 
the negotiation of treaties. 

Aboriginal groups in British Columbia have 
claimed substantial portions of land in the 
province over which they claim aboriginal title or 
in which they have a traditional interest and for 
which they are seeking compensation from various 
levels of government. A process is now in place 
within British Columbia to deal with aboriginal 
land claims. These negotiations will be ongoing for 
a number of years, depending on the commitment 
of the parties involved and the precedents set by 
the outcomes of the first settlement agreements. 

Under evolving jurisprudence, Canadian gov- 
ernments have a duty, and the Company could 
have a duty as licencee under its Crown timber 
tenures to consult with aboriginal groups where 
the rights of aboriginal peoples may be affected. 

Settlements will likely involve a combination 
of cash and land, and may affect TimberWest’s 
Crown timber tenures, in which case government 
has indicated tenure holders will be compensated. 
The British Columbia provincial government and 
the First Nations Summit have stated that private 
lands will not be subject to land claims. Several 
bands have approached TimberWest with a view to 
purchasing, at market price, certain small portions 
of the Company’s private lands for inclusion in 
their final treaty settlement lands. 

The Company cannot predict whether aborigi- 
nal land claims or other rights in British Columbia 
will affect its existing Crown timber tenures, its 
private timberlands, its ability to harvest timber 
from these sources in the future or its ability to 
renew or secure other sources in the future. 


Labour Relations 
TimberWest employs a unionized workforce. Strikes 
or lockouts at the Company’s or its customers’ 
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operations could restrict the Company’s ability to 
carry on its business. At December 31, 2002, the 
Company had four collective agreements in place 
that cover all of its unionized employees. 


The Industrial, Wood & Allied Workers 

of Canada Collective Agreement 

The Industrial, Wood & Allied Workers of Canada 
(“IWA Canada”) is the certified bargaining agent 
for TimberWest’s hourly employees at Company 
operations, other than those employed at the Elk 
Falls lumbermill and at Stuart Channel Wharves. 
TimberWest is a member of Forest Industrial 
Relations, which negotiates a master agreement 
with coastal IWA Canada locals on behalf of 
industry members. A collective agreement signed 
with IWA Canada in July 2000 specifies annual 
salary increases of 2% over the contract’s three-year 
term. This contract expires on June 14, 2003. 


The Communications, Energy and 
Paperworkers Collective Agreement 

The Communications, Energy and Paperworkers 
(“CEP”) is the certified bargaining agent for 
TimberWest’s hourly employees at the Elk Falls 
lumbermill. A collective agreement signed with the 
CEP in May 2001 specifies annual salary increases 
of 2% for 2001 and 2002. For 2003, 2004 and 
2005, salary increases will be equal to any general 
increase negotiated by the coast lumber industry 
of British Columbia. This contract expires on 
May 1, 2006. 


The International Longshore & Warehouse 
Union — Canada Collective Agreements 

The International Longshore & Warehouse Union — 
Canada (“ILWU Canada”) is the certified bargain- 
ing agent for hourly employees at TimberWest’s 
Stuart Channel Wharves operation. TimberWest 
is a member of the British Columbia Maritime 
Employers Association and the Waterfront Foreman 
Employers Association. Each of these associations 
negotiates a master agreement with ILWU Canada 
locals on behalf of industry members. Collective 
agreements signed with the ILWU Canada in 
November 1999 specified annual salary increases 
of 2% for 1999 and 2.5% for 2000, 2001 and 2002. 
These contracts expired on December 31, 2002. 
Negotiations towards new collective agreements 
are presently underway. 


Market Access 

During 2002, TimberWest sold 1,375.2 thousand 
m* of logs into markets in Asia and the US West 
Coast at an average sales price premium of $34 per 
m* over domestic sales prices. As a result, price 
premiums on international log shipments consti- 
tute a significant component of TimberWest’s 
distributable cash. 

Federal log export restrictions currently limit 
the sale of logs harvested from private lands in 
British Columbia into international markets. To be 
eligible for export, these logs must be surplus to 
the requirements of the domestic market. All logs 
sold in the domestic market, even those suitable 
for export, are sold at domestic prices. These 
restrictions limit TimberWest’s ability to sell into 
international markets and hence limit the 
Company’s access to the additional price premi- 
ums available in these markets. Without access to 
international markets, TimberWest’s operations, 
employment and distributable cash would be neg- 
atively affected. 

In an effort to remedy these discriminatory 
restrictions, in July 2001, TimberWest filed a 
statement of claim in the Federal Court of Canada 
challenging the validity of the private land log 
export restrictions that apply only to British 
Columbia, seeking a declaration that the provi- 
sions are of no force and effect. By filing this 
statement of claim, TimberWest is seeking fair 
treatment for British Columbia’s private forest 
land owners and the implementation of a uniform, 
nationwide treatment for private forest land own- 
ers based on sound public policy. 


Pension Valuation 

In recent years, TimberWest has had the benefit of 
being on a contribution holiday with respect to its 
pension plans. The Company’s triennial valuation 
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of its pension obligation is scheduled for 
December 31, 2003. This valuation will determine 
the provision for TimberWest’s future pension 
expense. Despite weak performance of the capital 
markets over the valuation period, TimberWest has 
no material valuation concerns at this time. 
TimberWest will remain on a contribution holiday 
for 2003, though it is probable that some cash 
contributions may be required commencing 2004. 


Legal Issues 
In 1995, the British Columbia provincial govern- 
ment unilaterally replaced royalty fees charged 
on timber licences with more onerous stumpage 
fees. TimberWest has commenced legal action to 
recover compensation for the resulting loss and 
damage to its commercial and economic interests 
and investment in the timber licences. An 
independent study conducted for the British 
Columbia provincial government estimated the 
impact of the change in policy upon TimberWest 
at $39.0 million, and TimberWest’s action seeks 
to recover all losses. Subsequent to the commence- 
ment of the Company’s legal action, claims filed by 
two other forest products companies on this same 
matter have been joined to TimberWest’s suit. This 
claim is expected to proceed to trial in early 2004. 
The Company is subject to legal proceedings 
and claims that arise in the ordinary course of 
its business. Although there can be no assurance 
as to the disposition of these matters and the 
proceedings, it is the opinion of the Company’s 
management, based upon the information avail- 
able at this time, that the expected outcome of 
these matters, individually or in aggregate, will 
not have a material adverse effect on the results 
of operations and financial condition of the 
Company. 
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Looking ahead to 2003, economic reports indicate 
that the Japanese economy will remain largely 
unchanged from where it is today. The Japanese 
lumber market remains stable, with year-over-year 
housing starts anticipated to be down 3% to 4%. 
The recent strengthening of the euro against the 
US dollar and the Japanese yen has resulted in 
increased interest in the North American supply 
of wood products. This trend should continue to 
support volumes and prices for TimberWest’s log 
and lumber sales into Japan in the near term. 

The US economy is proving more difficult to 
forecast, with leading indicators continuing to pro- 
vide mixed messages. Economic reports, however, 
do indicate a growing shift in sentiment towards a 
recovery in 2003, with an emerging consensus 
among economists signifying continuing optimism 
for the US housing market, with reports suggest- 
ing housing starts will remain strong at an annual 
rate of approximately 1.6 million. However, until 
the lumber oversupply in this market diminishes, 
TimberWest is not anticipating product price 
improvement for its log sales into this market. The 
Company anticipates consistent sales performance 
in this market in the near term. 

For 2003, the domestic log market, which is 
dependent on both Japanese and US lumber 
markets, is showing stability in whitewood pricing; 
however, industry analysts continue to be con- 
cerned that lumber duties on sales into the US will 
negatively affect cedar log pricing. 

On the cost side of the business, TimberWest 
has set a target of reducing timberland operation 
production costs by another $4.50 per m? in 2003. 
On the heels of a successful cost-reduction pro- 
gram in 2002, the Company is well positioned to 
improve its margins and therefore, its cash flow. 


Some of this expected additional cash flow 
is expected to be reinvested in the operations, 
particularly the Elk Falls lumbermill, where pro- 
ductivity and lumber sales improvements have 
been achieved during the back half of 2002. The 
Company anticipates spending approximately 
$10.0 million at this mill during 2003; however, 
given the improved performance at this operation, 
the Company expects that the mill will generate 
sufficient cash flow in 2003 to fully fund 
these capital expenditures. 

The Company remains hopeful that meaningful 
public policy change on Crown tenure in British 
Columbia will be implemented in the spring sitting 
of the British Columbia legislature. However, the 
Company does not expect that any public policy 
change will have a material impact on TimberWest’s 
results for 2003. Consequently, the Company does 
not anticipate any relief from stumpage charges 
on harvests from Crown lands in 2003 and, in fact, 
expects stumpage to remain at current levels. 

The Company expects real estate sales to 
decline to more normal levels in 2003 and to be 
evenly earned throughout the year. 

TimberWest’s primary business strategy continues 
to be the pursuit of Operations Excellence with its 
existing basket of assets. As the Company is success- 
ful in achieving sustainable reductions in unit costs, 
management will consider exploring other ways to 
complement the asset base to increase value. 

In summary, the Company expects to realize 
continued improvement in its financial results by 
continuing with its Operations Excellence strategy. 


The statements that are not historical facts contained in this report are forward-looking statements that 
involve risks and uncertainties. Timber West’s actual results could differ materially from those expressed 
or implied by such forward-looking statements. Factors that could cause or contribute to such differences 
include, but are not limited to, general economic conditions, variations in TimberWest’s product prices 
and changes in commodity prices generally, changes in market conditions, actions of competitors, interest rate 
and foreign currency fluctuations, regulatory and harvesting fee changes and other actions by governmental 
authorities, the ability to implement business strategies and pursue business opportunities, weather conditions, 
forest fires and other natural phenomena and other risks and uncertainties. | 


CONSOLIDATED FINANCIAL STATEMENTS 
Years ended December 31, 2002 and 2001 


MANAGEMENT’S RESPONSIBILITY 


To the Unitholders of TimberWest Forest Corp.: 


The accompanying consolidated financial statements of TimberWest Forest Corp. and all information 
in this annual report are the responsibility of management and have been reviewed and approved by 
the Company’s Board of Directors. These consolidated financial statements and related notes have been 
prepared by management in conformity with accounting principles generally accepted in Canada and 
necessarily include amounts based on management’s informed judgments and estimates. Financial infor- 
mation included elsewhere in this annual report is consistent with that contained in the consolidated 
financial statements. 

To assist management in fulfilling its responsibilities, a system of internal accounting controls has been 
established to provide reasonable assurance that the consolidated financial statements are accurate and 
reliable and that assets are safeguarded. Management believes that this system of internal control has 
operated effectively for the year ended December 31, 2002. 

KPMG LLP, Chartered Accountants, appointed by the shareholders, have audited the consolidated 
financial statements and conducted a review of internal accounting policies and procedures to the extent 
required by generally accepted auditing standards and performed such tests as they deemed necessary to 
enable them to express an opinion on the consolidated financial statements. 

The Board of Directors, through its Audit Committee, is responsible for ensuring that management 
fulfills its responsibilities for financial reporting and internal control, and is ultimately responsible for 
reviewing and approving the consolidated financial statements and the management’s discussion and 
analysis. The Audit Committee is composed of four independent directors who are not employees of the 
Company. The Audit Committee meets regularly with management, KPMG LLP and the internal audi- 
tors to review their activities and to discuss internal controls, accounting, auditing and financial matters. 
The Audit Committee also meets quarterly to review and approve interim financial statements prior to 
release, and recommends the appointment of the external auditors. The Audit Committee reports its find- 
ings to the Board of Directors for its consideration in approving the consolidated financial statements for 
issuance to the unitholders. 
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Paul J. McElligott Beverlee F. Park 

President and Vice-President, Finance and 
Chief Executive Officer Chief Financial Officer 
TimberWest Forest Corp. TimberWest Forest Corp. 


January 22, 2003 
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CONSOLIDATED FINANCIAL STATEMENTS 
Years ended December 31, 2002 and 2001 


AUDITORS’ REPORT 


To the Unitholders of TimberWest Forest Corp.: 


We have audited the consolidated balance sheets of TimberWest Forest Corp. as at December 31, 2002 
and 2001, and the consolidated statements of distributable cash, cash flows, unitholders’ equity and opera- 
tions for the years then ended. These financial statements are the responsibility of the Company’s 
management. Our responsibility is to express an opinion on these financial statements based on our audits. 

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating the over- 
all financial statement presentation. 

In our opinion, the consolidated balance sheets and consolidated statements of cash flows, unitholders’ 
equity and operations present fairly, in all material respects, the financial position of the Company as at 
December 31, 2002 and 2001 and the results of its operations and its cash flows for the years then end- 
ed in accordance with Canadian generally accepted accounting principles. As required by the Company 
Act (British Columbia), we report that, in our opinion, these principles have been applied, after giving 
effect to the change in accounting for and reporting of stock-based compensation and other stock-based 
payments as explained in note 3 to the financial statements, on a consistent basis. 


KeM(, ct? 
me 


Chartered Accountants 
Vancouver, Canada 


January 15, 2003, except as to note 19, 
which is as of January 22, 2003 
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Consolidated Statements of Distributable Cash 
Years ended December 31, 2002 and 2001 


(in millions of dollars except per Stapled Unit amounts) 


Net earnings 
Income tax benefit related to distributions (note 12) 


Earnings available for distribution (note 11) 


Future income tax recovery (note 12) 


CONSOLIDATED FINANCIAL STATEMENTS 


Earnings available for distribution before future income tax recovery 


Add (deduct): 
Depreciation, depletion and amortization 
Proceeds from sale of capital assets 
Gain on sale of capital assets 
Maintenance capital expenditures 
Other non-cash items 


Distributable cash (note 2(b)) 


Basic distributable cash per weighted average Stapled Unit 
Diluted distributable cash per weighted average Stapled Unit 


Cash distributions paid per Stapled Unit 


See accompanying notes to consolidated financial statements. 
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2002 


39.3 
26.7 


PF HF 


66.0 


(0.2) 


65.8 


15.2 
19.4 
(329) 
(11.5) 
5.1 
24.3 


90.1 


1.21 
1.20 
1.08 
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Consolidated Balance Sheets 
Years ended December 31, 2002 and 2001 


ee —— ee 


(in millions of dollars) 2002 2001 
Assets 

Current assets: 

Cash $ 1.0 $ - 

Accounts receivable 27.0 BY.) 

Inventories (note 5) 67.3 54.2 

Prepaid expenses and other current assets Zak) 2.3 

Future income taxes (note 12) 4.1 3.0 

102.3 91.6 

Capital assets (note 6) 1,355.6 1,369.1 

Other assets (note 7) 20.4 26.5 

$ 1,478.3 SpA Stee 


Liabilities and Unitholders’ Equity 
Current liabilities: 


Debentures (note 9) $ 106.5 $ - 
Overdraft facility (note 8) - 3.6 
Non-revolving credit facility (note 8) = 200.0 
Accounts payable and accrued liabilities 46.0 41.2 
Distribution payable 20.5 17.4 

173.0 262.2 

Revolving credit facility (note 8) = 50.0 
Debentures (note 9) 130.0 125.0 
Long-term silviculture liability 4.8 4.9 
Non-pension post-retirement benefits (note 13) 23.7 22a 
Future income taxes (note 12) 232.0 233.9 
563.5 698.7 


Unitholders’ equity: 
Stapled Units, consisting of Series A Subordinate Notes, 


preferred shares and common shares (note 10(b)) 870.2 V234 
Retained earnings 44.6 60.4 
914.8 788.5 

$ 1,478.3 $ 1,487.2 


Commitments and contingencies (note 17) 
Subsequent event (note 19) 


See accompanying notes to consolidated financial statements. 


Approved on behalf of the Board: 


oe Pee 


Paul J. McElligott V. Edward Daughney 
Director Director 
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Consolidated Statements of Cash Flows 
Years ended December 31, 2002 and 2001 


(in millions of dollars) 2002 2001 


Cash provided by (used in): 
Operating activities: 


Earnings before income taxes $ 66.4 $ 60.2 
Cash income taxes (note 12) (0.6) (1.4) 
65.8 58.8 
Items not involving cash: 
Depreciation, depletion and amortization 15.2 17.0 
Gain on sale of capital assets (3.9) (2.5) 
Other non-cash items 0.9 fod 
78.0 74.4 
Changes in non-cash working capital: 
Accounts receivable 5.1 (5.6) 
Inventories (13.1) 1.0 
Prepaid expenses and other current assets (0.6) (1.5) 
Accounts payable and accrued liabilities 4.8 What) 
74.2 60.6 


Financing activities: 


Distributions paid to unitholders (78.9) (69.9) 
Issuance of Stapled Units, net 136.1 ~ 
Issuance of Stapled Units on exercise of options 3.2 3.4 
Issuance of 7% debentures 129.4 - 
Purchase for cancellation of 6.5% debentures (18.5) - 
Overdraft facility 3.6) (357/)) 
Non-revolving credit facility (200.0) 200.0 
Revolving credit facility (50.0) 50.0 
Deferred debt issue costs (1.6) (5.2) 
Operating loan - (41.0) 
Term loan - (201.8) 

(83.9) (68.2) 


Investing activities: 


Proceeds from sale of capital assets 17.5 12.4 
Maintenance capital expenditures (11.5) (7/3) 
Decrease in other assets 4.7 DAS 

10.7 76 

Increase in cash 1.0 = 


Cash, beginning of year = = 


Cash, end of year $ 1.0 $ = 


Supplementary information: 


Interest paid $ VE AES $ 23.4 
Income taxes paid $ 0.9 $ ee 
Purchase of Stapled Units for return to treasury, a non-cash financing and 

investing activity (note 14(c)) $ - $ 6.7 


a 


See accompanying notes to consolidated financial statements. 
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Consolidated Statements of Unitholders’ Equity 
Years ended December 31, 2002 and 2001 


(in millions of dollars) 


Balance, December 31, 2000 


Year ended December 31, 2001: 
Issuance of Stapled Units on exercise of options 
Purchase of Stapled Units for return to treasury 
Net earnings 
Interest on Series A Subordinate Notes 
Income tax benefit thereon (note 12) 


Balance, December 31, 2001 


Year ended December 31, 2002: 
Issuance of Stapled Units on close of public equity offering 
Issuance of Stapled Units on exercise of options 
Purchase of Stapled Units for return to treasury 
Net earnings 
Interest on Series A Subordinate Notes 
Income tax benefit thereon (note 12) 


Balance, December 31, 2002 


See accompanying notes to consolidated financial statements. 


Stapled Units (note 10) Total 
Retained unitholders’ 

Number Amount earnings equity 
64,825,336 $ 731.4 $ 56.3 $ 787.7 
386,666 3.4 - 3.4 
(521,135) (6.7) = (6.7) 

- - 44.6 44.6 

= = (69.9) (69.9) 

= = 29.4 PRS) Ls) 
64,690,867 728.1 60.4 788.5 
11,190,650 138.9 - 138.9 
311,291 She? - ee 
(20) = - - 

- - 39.3 Soe 

~ ~ (81.8) (81.8) 

- - 26.7 26.7 
76,192,788 $ 870.2 $ 44.6 $ 914.8 


48 


CONSOLIDATED FINANCIAL STATEMENTS 


Consolidated Statements of Operations 
Years ended December 31, 2002 and 2001 


(in millions of dollars, except per common share amounts) 2002 2001 
Net sales $ 464.9 $ 461.9 
Operating costs and expenses: 
Cost of products sold 340.1 346.3 
Depreciation, depletion and amortization 11.5 13.4 
Selling, administrative and other 14.0 15.0 
365.6 ST 
Earnings before income taxes 99.3 87.2 
Interest expense 15.3 DSeA: 
Amortization of debt issue costs 3.7 3.6 
Loss on bond lock transaction (note 9) 5.0 - 
Restructuring charge (note 4) 9.8 - 
Other income (0.9) = 
Operating earnings 66.4 60.2 
Income tax expense (note 12) 27a 1526 
Net earnings $ 39.3 $ 44.6 
Basic and diluted earnings (loss) per common share (note 11) $ (0.21) $ 0.06 


See accompanying notes to consolidated financial statements. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Years ended December 31, 2002 and 2001 
(Financial figures presented in the tables that follow are in millions of dollars, except for amounts per Stapled Unit and 


components thereof.) 


it 


Primary business activity 

TimberWest Forest Corp. is incorporated under the Company Act (British Columbia) and operates 
in the solid wood segment of the forest industry, primarily in the harvesting and sale of logs from 
the coastal region of British Columbia. 


Significant accounting policies 
The accompanying consolidated financial statements have been prepared in accordance with generally 
accepted accounting principles in Canada (GAAP). 


The preparation of financial statements in conformity with GAAP requires management to make 
estimates and assumptions that affect the reported amounts of revenues and expenses during the 
period, the reported amounts of assets and liabilities, and the disclosure of contingent assets and 
liabilities at the date of the financial statements. On an ongoing basis, management reviews its 
estimates, including those related to litigation, environmental liabilities, inventory valuations, 
rates for depreciation, depletion and amortization, silviculture liabilities, income tax assets and 
liabilities, and pension and post-retirement obligations, based on currently available information. Actual 
results could differ from these estimates. 


In these financial statements, the term “Company” is used to mean TimberWest Forest Corp. and, 
where the context of the narrative permits or requires, its subsidiaries. 


(a) Basis of presentation: 
These consolidated financial statements include the accounts of the Company and all of its 
subsidiaries. All significant intercompany transactions and balances have been eliminated. 


(b) Distributable cash: 
Distributable cash includes consolidated earnings before income taxes less current income taxes plus 
depreciation, depletion and amortization, plus proceeds from the sale of capital assets net of their 
gain (loss) on sale, less maintenance capital expenditures and, from time to time, adjustments for 
other items deemed appropriate by the Board of Directors. 


Distributable cash is a cash flow measure that is not required disclosure under GAAP and 
may not be comparable to similar measures provided by other companies. The Company’s 
Consolidated Statements of Distributable Cash provide a reconciliation between net earnings 
as determined in accordance with GAAP and distributable cash as defined herein. Distributable cash 
per Stapled Unit is computed on a basis consistent with that prescribed by GAAP for computing 
earnings per share as applied to the Company’s Stapled Units and components thereof per note 11. 


Inventories: 


Inventories other than supplies are recorded at the lower of average cost and net realizable value. 
Supplies are recorded at cost. 


(c 


a 


Capital assets: 


Maintenance capital expenditures (major renewals and improvements) and development 
capital expenditures (upgrades and expansions) are capitalized at cost. Plant and equipment 
are depreciated on a straight-line basis at rates that reflect estimates of the economic lives of 
the assets based on the following annual rates of depreciation: 


Assets Rate 

Buildings 2.5% - 5% 
Machinery and equipment 5% - 25% 
Other 3% - 20% 


Crown timber tenures are depleted on a systematic manner based on the utilization of the 
timber resources. Logging roads are amortized on a straight-line basis over 12 years, which 
approximates the utilization of the related timber resources. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


2. Significant accounting policies (continued) 
(d) Capital assets (continued): 


Private timberlands are accounted for using the sustained yield method. Depletion will be taken on 
the capital cost of the private timberlands if harvest levels exceed growth on a sustained basis. Yield 


analyses are conducted at least every five years on all private timberlands to determine if a depletion 
charge is required. 


Silviculture costs relating to the reforestation of private timberlands, including site preparation and 
planting, are expensed as incurred. 


(e) Silviculture costs: 


(f) 


(g 


(h 


(i) 


The Forest Act (British Columbia) requires the holders of Crown timber harvesting licences 
to assume the cost of reforestation on these licences. Accordingly, the Company records the 
estimated cost of reforestation of these licence areas as the timber is harvested. The portion 
of this liability representing expenditures projected to take place within the next year is classified as 
a current liability and the remainder is classified as a long-term liability. 


Deferred debt issue costs: 
Debt issue costs related to credit facilities and debentures are deferred and amortized over 
the respective terms to maturity. 


Series A Subordinate Notes: 

As the Company may elect to pay interest on the Series A Subordinate Notes held by unitholders 
in common or preferred shares of the Company and may elect to pay the principal amount 
of the Series A Subordinate Notes held by unitholders in common shares of the Company, the 
$684.1 million (2001 — $580.8 million) principal amount of the Series A Subordinate Notes held 
by unitholders has been classified as equity for accounting purposes, and interest thereon, on an 
after-tax basis, is charged directly to retained earnings as a distribution. 


The aggregate annual amount of interest payable on Series A Subordinate Notes held by 
unitholders at December 31, 2002, is $82.1 million (2001 — $69.7 million). 


Earnings per share: 

The Company uses the treasury stock method for determining the dilutive effect of stock options 
and other dilutive instruments. Under the treasury stock method, only “in the money” dilutive 
instruments affect the diluted calculations. 


Employee future benefits: 

The Company has established employee benefit plans as described in note 13. The Company 
accrues its obligations under these plans and the related costs, net of plan assets. The cost 
of pensions and other retirement benefits earned by employees is actuarially determined using 
the projected benefit method prorated on service and management’s best estimate of expected 
plan investment performance, salary escalation, retirement ages of employees and expected 
health-care costs. For the purpose of calculating the expected return of plan assets, those assets 
are valued at fair value. The excess of the net actuarial gain (loss) over 10% of the greater of 
the benefit obligation and the fair value of plan assets is amortized over the average remaining 
service period of active employees. Defined contribution plan accounting is applied to a multi- 
employer defined benefit plan. 


Stock-based compensation plans: 

The Company has established stock-based compensation plans for eligible directors, officers 
and employees as described in note 14. The Company does not recognize compensation 
expense when Stapled Units or Stapled Unit options are issued to plan participants, except 
under the Distribution Equivalent Plan, which is accounted for using the fair value—based 
method. Any consideration paid by plan participants on the exercise of Stapled Unit options is 
credited to unitholders’ equity. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


2. Significant accounting policies (continued) 
(k) Foreign currency transactions: 
Monetary assets and liabilities denominated in foreign currencies are translated at the period-end 
exchange rates. Gains or losses on translation of current assets and current liabilities are reflected in 
net earnings for the period. Revenues and expense items denominated in foreign currencies are 
translated at rates of exchange prevailing during the period. 


The Company may use hedging arrangements to reduce its exposure to fluctuations in the 
Canadian/US dollar exchange rate. Hedging instruments are recognized in the financial statements 
when they are settled. 


3. Change in accounting policy 

Effective January 1, 2002, the Company adopted the recommendations of Section 3870 — Stock-based 
Compensation and Other Stock-based Payments of the Canadian Institute of Chartered Accountants 
(“CICA”) Handbook. Section 3870 establishes standards for the recognition, measurement and 
disclosure of stock-based compensation and other stock-based payments made in exchange for goods 
and services provided by employees and non-employees. It applies to transactions in which common 
shares, stock options or other equity instruments are granted or liabilities incurred based on the price 
of common shares or other equity instruments. 


Section 3870 sets out a fair value—based method of accounting that is required for certain, but not 
all, stock-based transactions. Section 3870 must be applied to all stock-based payments to non- 
employees, and to employee awards that are direct awards of shares, that call for settlement 
in cash or other assets, or are share appreciation rights that call for settlement by the issuance of 
equity instruments. However, the new standard permits the Company to continue its existing 
policy that no compensation cost is recorded on the grant of Stapled Unit options to eligible 
directors, officers and employees. Consideration paid by option holders on the exercise of Stapled 
Unit options is recorded as an addition to Stapled Units within unitholders’ equity. 


Section 3870 requires additional disclosures for options granted to eligible directors, officers and 
employees, including disclosure of pro forma earnings and pro forma earnings per share as if the fair 
value—based accounting method had been used to account for these stock options (see note 14). 


4. Restructuring charge 
During 2002, the Company implemented a strategic plan to enhance the performance of all businesses 
through reduced costs and improved productivity. As part of a company-wide cost-reduction program, 
a thorough examination of business processes was undertaken in an effort to streamline operations 
and increase efficiencies. 


As a result of this review, the Company recorded a one-time, pre-tax charge to earnings of $9.8 million 
in the second quarter of 2002, representing the expected costs of severance, early retirement programs 


and closure of facilities resulting from the restructuring. 


5. Inventories 


2002 2001 

Logs $ 57.0 $ 48.5 
Lumber 8.5 4.1 
Supplies 1.8 1.6 
$ 67.3 $ 54.2 
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6. Capital assets 


Accumulated Net 

2002 Cost depreciation book value 
Property, plant and equipment: 

Logging buildings and equipment $ 26.8 $ 10.7 $ 16.1 

Lumbermill and other equipment and facilities 35.8 13.5 22.3 

Land 14.4 ~ 14.4 

$ 77.0 $ 24.2 52.8 


Timberlands (including $1,244.8 million of 
private timberlands) and logging roads 


(net of depletion and amortization) 1,302.8 

$ 1,355.6 

Accumulated Net 

2001 Cost depreciation book value 


Property, plant and equipment: 


Logging buildings and equipment $ Dieu $ W442 $ 12.9 
Lumbermill and other equipment and facilities 34.7 111.0 2307) 
Land 18.6 - 18.6 
$ 80.4 $ 25.2 55.2 


Timberlands (including $1,252.7 million of 
private timberlands) and logging roads 
(net of depletion and amortization) Le1sso 


S 18081 


The $1,244.8 million (2001 — $1,252.7 million) carrying value for private timberlands includes a 
valuation increase adjustment of $399.3 million (2001 — $402.2 million) recorded in the year ended 
December 31, 2000, resulting from the adoption of Section 3465 — Income Taxes of the CICA 
Handbook, which was mandatory for fiscal years ending on or after January 1, 2000. 


7. Other assets 


2002 2001 

Prepaid pension benefits (note 13) $ 10.3 $ A2at 
Deferred debt issue costs 3:3 5.3 
Receivable on sale of assets 2.6 4.6 
Other 4.2 4.1 
Stapled Unit purchase loans - 0.4 
$ 20.4 $ 26.5 


on 
iS) 


SaW 
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8. Credit facilities 


During 2002, the Company obtained funding through a public debenture offering (see note 9) and a 
public equity offering (see note 10) and applied a portion of the funds raised to settle financial 
obligations on previously outstanding overdraft and non-revolving credit facilities that had provided 


financing for up to $10.0 million and $200.0 million, respectively. 


As at December 31, 2002, credit facilities available to the Company consisted of an unsecured 
revolving facility for $125.0 million. Under this facility, funds are available to the Company in both 
Canadian and US dollars by way of adjusted prime rate—based loans, bankers’ acceptances, US base 
rate—based loans, LIBOR loans and letters of credit or guarantees. This facility has been co-underwritten 
by two Canadian chartered banks and is due on June 30, 2004. As at December 31, 2002, the Company 
had not drawn on this facility (2001 — $50.0 million). The effective interest rate on this facility for the 


period it was outstanding during 2002 was 4.4% (2001 — 4.0%). 


9. Debentures 


Maturity 


6.5% debentures 
7.0% debentures 


March 3, 2003 $ 
October 1, 2007 


Less: due within one year 


$ 


The Company’s debentures are unsecured and unsubordinated and rank senior in priority to the 
Series A Subordinate Notes held by unitholders and equally with indebtedness of the Company under 


its credit facilities. 


During the year ended December 31, 2002, the Company purchased for cancellation $18.5 million 
aggregate principal amount of its 6.5% debentures at an average price equal to 100.4% of the 


principal amount. 


On October 1, 2002, the Company closed a public offering of $130.0 million aggregate principal 
amount of 7.0% unsecured senior debentures due October 1, 2007. The debentures were sold at 


2002 2001 
106.5 $ 12520 
130.0 = 
236.5 12520 
(106.5) = 
130.0 $ 125.0 


99.552% of their principal amount, with net proceeds to the Company of $127.8 million. 


In anticipation of the 7.0% public debenture offering, the Company entered into a bond lock 
transaction to protect the Company against rising interest rates over the period of refinancing. 
On closing out of this transaction, due to a decline in interest rates, the Company realized a 
$5.0 million loss and has taken a one-time, pre-tax charge of $5.0 million against earnings for 


the year ended December 31, 2002. 
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10. Stapled Units 
(a) Authorized share capital: 
10,069,608,359 common shares without par value 
1,600,000 class A preferred shares with a par value of $1.00 each 
5,000,000,000 class B preferred shares without par value, of which the following have been designated 
in series: 
32,500,000 series A preferred shares 
16,000,000 series B preferred shares 
1,539,000 series C preferred shares 

65,840,000 series D preferred shares 

10,000,000,000_ preferred shares with a par value of $0.024456 each 


(b) Stapled Units: 
The Company issues equity by way of Stapled Units, each Stapled Unit consisting of approximately $8.98 
face amount of Series A Subordinate Notes, 100 preferred shares and one common share. The securities 
comprising a Stapled Unit trade together as Stapled Units and cannot be transferred except with each 
other as part of a Stapled Unit until the date of maturity of the Series A Subordinate Notes or the 
payment of the principal amount of the Series A Subordinate Notes following an event of default and 
expiration of a remedies blockage period. 


In February 2002, the Company completed a public equity offering for 11,190,650 Stapled Units 
at a price of $12.85 per Stapled Unit for gross proceeds of $143.8 million. Net cash proceeds received 
were $136.1 million after costs of $7.7 million (net costs of $4.9 million after accounting for a future 
income tax benefit of $2.8 million). 


During the year ended December 31, 2002, the Company issued 311,291 Stapled Units on the 
exercise of Stapled Unit options and purchased 20 Stapled Units for return to treasury. During the year 
ended December 31, 2001, the Company issued 386,666 Stapled Units on the exercise of Stapled Unit 
options and purchased 521,135 Stapled Units for return to treasury to facilitate the windup of 
the Company’s Stapled Unit Incentive Plan. 
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10. Stapled Units (continued) 
(b) Stapled Units (continued): 


Details as to issued and outstanding Stapled Units are as follows: 

A 
Excess (shortfall) 
of stated value of 


Number of Series A Stapled Units Total 

Stapled Subordinate Preferred Common Issue over purchase/ Stapled 

Units Notes shares shares costs issue price Units 

Balance, December 31, 2000 64,825,336 $ 582.0 $158.5 $7 14°53 $ (25.6) 22 SS 7s) 4! 


Year ended December 31, 2001: 
Stapled Unit options exercised 386,666 3.5 ORS 0.1 - (dea) 3.4 

Stapled Units purchased for 
return to treasury (374), 1135) (4.7) (eS) (0.1) - (0.6) (6.7) 


Balance, December 31, 2001 64,690,867 580.8 oor 14.3 (25.6) 0.5 Zon 


Year ended December 31, 2002: 
Stapled Units issued on close 


of public equity offering 11,190,650 100.5 27.4 15.9 (4.9) = 138.9 
Stapled Unit options exercised 311,291 2.8 0.7 0.1 - (0.4) Sz. 
Stapled Units purchased for 

return to treasury (20) ~ - - ~ - - 

Balance, December 31, 2002 76,192,788 $ 684.1 $ 186.2 $ 30.3 $ (30.5) SOF eS Saa70r2 


Details as to each of the components of the Stapled Units are as follows: 


Series A Subordinate Notes (see note 2(g)): 
Number 
of notes Amount 
Balance at December 31, 2000 64,825,336 $ 582.0 
Year ended December 31, 2001: 
Series A Subordinate Notes issued on exercise of Stapled Unit options 386,666 39) 
Series A Subordinate Notes purchased for return to treasury (521,18) (4.7) 
Balance, December 31, 2001 64,690,867 580.8 
Year ended December 31, 2002: 
Series A Subordinate Notes issued on close of public equity offering 11,190,650 100.5 
Series A Subordinate Notes issued on exercise of Stapled Unit options 311,291 2.8 
Series A Subordinate Notes purchased for return to treasury (20) = 
Balance, December 31, 2002 76,192,788 $ 684.1 


Each Series A Subordinate Note has been issued with a face amount of $8.978806569, entitling the holder to an interest 
payment per unit of $1.077456788 per annum (12%). 


The Series A Subordinate Notes are unsecured and subordinate to all credit facilities (see note 8) and debentures (see 
note 9). The principal amount of the Series A Subordinate Notes plus accrued and unpaid interest thereon are due on 
August 31, 2038, unless such date is extended by the Company at the time of the issuance of additional Subordinate 
Notes to a date not later than the earlier of: (i) the date of maturity of such additional Subordinate Notes; and (11) August 


31, 2048, and will be payable by cash or, at the option of the Company, by delivery of common shares to the Subordinate 
Note Trustee for the benefit of the holders of the Subordinate Notes. 
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10. Stapled Units (continued) 
(b) Stapled Units (continued): 


(11) 


(111) 


Preferred shares: 


Number 

of shares Amount 

Balance, December 31, 2000 6,482,533,600 $ 158.5 
Year ended December 31, 2001: 

Preferred shares issued on exercise of Stapled Unit options 38,666,600 0.9 

Preferred shares purchased for return to treasury (523-500) (ls) 

Balance, December 31, 2001 6,469,086,700 158.1 
Year ended December 31, 2002: 

Preferred shares issued on close of public equity offering 1,119,065,000 27.4 

Preferred shares issued on exercise of Stapled Unit options 31,129,100 0.7 

Preferred shares purchased for return to treasury (2,000) = 

Balance, December 31, 2002 7,619,278,800 $ 186.2 


The holders of the preferred shares are entitled to the receipt of dividends as may be declared by the Board of 
Directors from time to time and are not entitled to any voting rights except as may be provided under the Company 
Act. The preferred shares may be redeemed at the option of the Company in whole at any time or in part from time 


to time at the par value of $0.024456 per share. 


Common shares: 


Number 
of shares Amount 
Balance, December 31, 2000 64,825,336 $ cus} 
Year ended December 31, 2001: 
Common shares issued on exercise of Stapled Unit options 386,666 0.1 
Common shares purchased for return to treasury (521,135) (0.1) 
Balance, December 31, 2001 64,690,867 14.3 
Year ended December 31, 2002: 
Common shares issued on close of public equity offering 11,190,650 15.9 
Common shares issued on exercise of Stapled Unit options 311,291 0.1 
Common shares purchased for return to treasury (20) S 
Balance, December 31, 2002 76,192,788 $ 30.3 
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10. Stapled Units (continued) 


(c) Class B preferred shares issuable in series: 


Details as to the series of class B preferred shares issued are as follows: 


Series A 


Series D 


Class B preferred shares owned by the Company's subsidiaries 


Balance, December 31, 2002 and 2001 


11. Earnings (loss) available for distribution per Stapled Unit and components thereof 


Net earnings (loss): 

Net earnings 

Less: 
Distributions on Series A Subordinate Notes 
Tax benefit thereon 


Earnings (loss) attributable to common shares 
Earnings available for distribution attributable to Series A Subordinate Notes 


Earnings available for distribution attributable to Stapled Units 


Weighted average number of Stapled Units: 
Basic weighted average number of Stapled Units 
Incremental Stapled Units from potential exercise of options 


Diluted weighted average number of Stapled Units 


Per Stapled Unit amounts: 


Basic and diluted earnings (loss) per common share 


Basic and diluted earnings available for distribution per Series A Subordinate Note 


Basic and diluted earnings available for distribution per Stapled Unit 
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Number 
of shares Amount 
32,500,000 $ 325.0 
62,500,000 625.0 
950.0 
(950.0) 
$ aa 
2002 2001 
$ 39.3 $ 44.6 
(81.8) (69.9) 
26.7 29.4 
(55.1) (40.5) 
(15.8) 4.1 
81.8 69.9 
$ 66.0 $ 74.0 
74,686,050 64,984,389 
121,551 143,710 
74,807,601 65,128,099 
$ (0.21) $ 0.06 
1.09 1.08 
$ 0.88 SS le! 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


12. Income taxes 
Income tax expense (recovery) consists of: 


2002 2001 
Statement of Statement of 
operations Distributions Total operations Distributions Total 
Current: 
Large corporation tax $ 0.6 $ - $ 0.6 Ghee! $ = si 1.4 
Income tax benefit on interest on Series A Subordinate 
Notes charged directly to distributions 26.7 (26.7) ~ 29.4 (29.4) = 
27-3 (26.7) 0.6 30.8 (29.4) 1.4 
Future: 
Future income tax expense (recovery) (0.2) - (0.2) 4.0 - 4.0 
Future income tax recovery due to substantively enacted 
changes in tax rates - ~ - (19.2) - (19.2) 
(0.2) - (0.2) (15.2) = (15.2) 
Income tax expense (recovery) See 2aal $ (26.7) $ 0.4 SS 156 $ (29.4) $ (13.8) 


Future tax assets and liabilities are adjusted to reflect the effects of enacted or substantively enacted changes in tax rates. During 
the year ended December 31, 2001, the provincial government of British Columbia announced that it was lowering the provin- 
cial corporate tax rate by 3%. The effect of this change in tax rates is credited to income as part of future income tax recovery in 
the period in which the change is enacted or substantively enacted. The tax rate change resulted in a non-cash future income tax 
recovery of $19.2 million during the year ended December 31, 2001, and a corresponding decrease in the future income tax 
liability. This $19.2 million future income tax recovery and offsetting reduction to the future income tax liability on the balance 
sheet was a non-cash item and had no effect on the Company’s distributable cash for the year ended December 31, 2001. 


The Company’s effective income tax rate differs from the Canadian statutory income tax rate. The principal factors causing the 
difference are as follows: 


2002 2001 
Statement of Statement of 
operations Distributions Total operations __ Distributions Total 
Earnings before income taxes $ 66.4 $ ~ $ 66.4 $ 60.2 $ - $ 60.2 
Interest on Series A Subordinate Notes - (81.8) (81.8) = (69.9) (69.9) 
$ 66.4 $ (81.8) $ (15.4) $ 60.2 $ (69.9) Sez) 
Income tax expense (benefit) at statutory rates 
(2002 — 39.6%; 2001 — 44.6%) $ 26.3 $ (32.4) $ (6.1) $ 26.8 oy (S152) $ (4.4) 
Large corporation tax 0.6 - 0.6 1.4 — 1.4 
Non-deductible expenses 0.4 - 0.4 0.2 - 0.2 
Tax losses not recognized - 5.7 57 - 1.8 1.8 
Temporary difference tax effected at capital gains rate (0.6) - (0.6) 0.2 = 0.2 
Change in prior year estimated tax values 2.0 - 2.0 4.9 - 4.9 
Adjustment to future tax assets and liabilities for 
substantively enacted changes in tax laws and rates - - _ (1922) - (19.2) 
Other (1.6) = (1.6) les - eS 
Income tax expense (recovery) Sy e271 $ (26.7) $ 0.4 3 IB $ (29.4) $ (13.8) 
pe 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


12. Income taxes (continued) 


Oo 


The tax effects of temporary differences that give rise to significant portions of the future tax assets and future tax liabilities at 
December 31, 2002 and 2001 are presented below: 


————— 


2002 2001 
Net future tax assets: 
Current silviculture liability $ 0.8 $ 0.8 
Accruals for financial reporting purposes not deductible for tax purposes 3.3 Zoo 
Net future tax assets, current $ 4.1 $ 3.0 


a  ——————————————————— 


Net future tax liabilities: 


Private timberlands $ (22223) $ (219.8) 
Other capital assets (17.9) (20.2) 
Other assets (1.9) (3.9) 
Non-pension post-retirement benefits 8.4 8.1 

Long-term silviculture liability 1.7 12) 

Capital loss carryforwards 35.0 35.0 

Total gross future tax liabilities (197.0) (198.9) 
Valuation allowance (35.0) (35.0) 
Net future tax liabilities, non-current $ (232.0) $ (233.9) 
Employee benefits 


The Company, through its subsidiaries, maintains pension plans that include defined benefit and defined contribution segments 
available to all salaried employees and to hourly employees not covered by union pension plans. The Company also provides non- 
pension benefits consisting of group life insurance and medical benefits to eligible retired employees, which the Company funds on 
an as-incurred basis. 


Under the provisions of the Company’s retirement plan for salaried employees, current service contributions to both the defined 
benefit and defined contribution segments may be funded by an actuarial surplus in the defined benefit segment of the plan. For 
the year ended December 31, 2002, the Company’s required contributions of $1.0 million (2001 — $1.1 million) under the 
defined contribution segment and its required contributions of $0.6 million (2001 — $0.6 million) under the defined benefit 
segment were both funded from a surplus in the defined benefit segment of the plan. 


Unionized employees of the Company’s subsidiaries are members of a multi-employer defined benefit pension plan providing both 
pension and other retirement benefits. This plan, to which the Company contributes a pre-set amount per hour worked by an 
employee (aggregating $3.2 million during the year ended December 31, 2002 (2001 — $4.0 million)), is accounted for as a 
defined contribution plan, but the contributions are not included in the defined contribution plan expense above. The Company 
has no further obligations relating to the pension benefits of its unionized employees. 
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13. Employee benefits (continued) 


Information about the Company’s defined benefit plans other than the multi-employer defined benefit plan, in aggregate, is 


as follows: 


Change in accrued benefit obligation during the year: 
Accrued benefit obligation, beginning of year 
Current service cost 
Interest cost 
Benefits paid 
Net actuarial loss 
Change in plan provisions 


Accrued benefit obligation, end of year 


Change in plan assets during the year: 
Plan assets, fair value at beginning of year 
Use of surplus for defined contribution segment service cost 
Actual return on plan assets 
Employer contributions 
Benefits paid 


Plan assets, fair value at end of year 


Reconciliation of funded status: 

Accrued benefit obligation in excess of plan assets 
Unamortized net actuarial loss 

Unamortized past service costs 


Net accrued benefit asset (liability) 


Pension benefit plans 


2002 
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2001 


$ 


$ 


2002 


(1.6) 


(23.7) 


Post-retirement benefit plans 


2001 


Da (22s) 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


13. Employee benefits (continued) 


Included in the above accrued benefit obligation and fair value of plan assets at year-end are the following amounts in respect of 
plans that are not fully funded: 


Pension benefit plans Post-retirement benefit plans 
2002 2001 2002 2001 
Accrued benefit obligation $ 9.9 $ 9.9 $ 31.7 $ DSi) 
Fair value of plan assets - a = = 
Net accrued benefit liability $ (9.9) $ (9.9) $ (31.7) $ (25.0) 
The Company’s net benefit plan expense is as follows: 
Pension benefit plans Post-retirement benefit plans 
2002 2001 2002 2001 
Current service cost $ 1.6 $ 1.6 $ 0.4 $ 0.3 
Interest cost 6.5 6.8 1ES 1.6 
Expected return on plan assets (7.3) (8.3) = = 
Amortization of past service costs 1.3 ies - - 
Amortization of experience loss 0.3 - 0.4 - 
Expense recognized in the current year $ 2.4 $ 1.4 $ 2.7 $ 1.9 


The significant actuarial assumptions adopted in measuring the Company’s accrued benefit obligations are as follows (weighted- 
average assumptions as of December 31): 


Pension benefit plans Post-retirement benefit plans 
2002 2001 2002 2001 
Discount rate 6.5% 6.5% 6.5% 6.5% 
Expected long-term rate of return on plan assets 8.0% 8.0% = = 
Rate of compensation increase 4.0% 4.0% = = 


For measurement purposes, a 7% annual rate of increase in the per capita cost of covered health-care benefits was assumed for 
2002 (2001 — 8%). The rate was assumed to decrease gradually to 5% for 2004 and remain at that level thereafter. 


In order to retain and encourage the continuing service of its officers and key employees, the Company has entered into 
agreements with its officers and key employees providing a supplement to the severance entitlements to which these officers 


are entitled under their regular employment arrangements if employment is terminated without cause within 24 months 
following a change of control of the Company, as defined in the agreements. 
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14. Stock-based compensation plans 
(a) Stapled Unit Option Plan: 


Under the Stapled Unit Option Plan established in 2000, the Company may grant options for the purchase of Stapled Units 
to directors, officers or employees who are in active service or employment with the Company or any of its subsidiaries. The 
maximum number of Stapled Units that may be issued pursuant to this plan and all options granted thereunder is limited to 
3,500,000 Stapled Units. The expiry date and vesting provisions of options granted are established at the time an award is 
made. Options must expire within 10 years of the date of grant and options granted generally vest in equal proportions over 
a period of three years. The exercise price of grants awarded may not be less than the weighted average trading price of the 
Stapled Units on the Toronto Stock Exchange over the five consecutive trading days immediately before the date of grant. 


For the Stapled Unit Option Plan, the Company’s policy is that no compensation cost is recorded on stock-based 
compensation awards granted to eligible directors, officers and employees under this plan. Consideration paid by option 
holders on the exercise of these options is recorded as an addition to Stapled Units. Accordingly, no compensation cost has 
been recognized in the Company’s financial statements for the Stapled Unit Option Plan. The compensation cost for the 
55,200 Stapled Unit options granted under the Stapled Unit Option Plan in 2002, determined based on their fair value at 
the grant date of the awards, consistent with the fair value method of accounting for stock-based compensation, is $0.1 
million. As this amount would be amortized against income over the three-year vesting period of the underlying options, there 
would have been no adjustment to the Company’s net earnings and earnings per common share reported for the year ended 
December 31, 2002. The fair value of each option grant was estimated at the grant date using the Black-Scholes option 
pricing model with the following average assumptions: distribution yield of 8.2%; expected volatility of 27.0%; risk-free 
interest rate of 5.7%; and expected option life of five years. 


Activity in the Company’s Stapled Unit Option Plan was as follows: 


2002 2001 
Weighted Weighted 
average average 
Options exercise price Options exercise price 
Options outstanding, beginning of year 1,711,774 $ 11.52 910,000 $ 8.91 
Granted 55,200 13.09 1,208,440 12.61 
Exercised (311,291) 10.18 (386,666) 8.91 
Cancelled (141,296) 12.93 (20,000) 8.91 


Options outstanding, end of year 1,314,387 $ 11.75 vive $ 11.52 


A summary of Stapled Unit options outstanding at December 31, 2002, is as follows: 


Total outstanding Total exercisable 
Weighted Weighted Weighted 
average average average 
Number Exercise exercise years to Number exercise 
of options price price expiration of options price 
290,001 $ 8.91 GS BLS) Va 178,334 $ 8.91 
146,209 WO 1 10.71 8.1 46,209 10.71 
58,340 1 37/ 141.7 3.8 58,340 11.67 
126,000 12.72 12.72 33,8) 42,000 12.72 
6,000 “IP2a7hS) W279) 3.8) - 12.79 
148,700 12.84 12.84 4.0 49,567 12.84 
15,000 WASH 12.87 4.1 - 12.87 
489,937 13.03 13.03 4.3 2) NS 13203 
9,000 oes 13.13 4.4 - Sis! 
12,500 13.14 (S314! 4.4 - 13.14 
12,700 13.41 13.41 Aa = 13.41 


I 


1,314,387 $ 8.91-$ 13.41 $ 11.75 5.1 665,575 SM1i7s 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


14. Stock-based compensation plans (continued) 


15. 


(b) 


Distribution Equivalent Plan: 

In November 2001, to facilitate the windup of the Company’s Stapled Unit Incentive Plan, the Company introduced a 
supplement to the Stapled Unit Option Plan called the Distribution Equivalent Plan. Under this supplemental plan, the Company 
awards Stapled Unit option holders an amount equal to actual distributions paid on the Company’s Stapled Units Awards 
granted under the Distribution Equivalent Plan vest under the same terms that apply to the corresponding options and can only 
be exercised at the time of exercise of the corresponding options. 


For the supplemental Distribution Equivalent Plan, the Company applies the principles of the fair value—based method of 
accounting for stock-based compensation to awards granted under this plan. Awards are accrued on a basis equal to actual 
distributions paid on the Company’s issued and outstanding Stapled Units and are charged to income as the underlying 
Stapled Unit options vest. For the year ended December 31, 2002, $1.1 million has been accrued for awards granted under 
this plan and $0.8 million of this amount has been amortized against income for the period. 


Stapled Unit Incentive Plan: 

In 2001, the Company made the decision to discontinue its Stapled Unit Incentive Plan. This was a voluntary plan under which 
the Company made interest-free loans to eligible directors, officers or employees of the Company or its subsidiaries to finance the 
purchase of Stapled Units in the open market or, in certain circumstances, from other participants. Stapled Unit purchase loans 
were recorded as other assets as disclosed in note 7. 


This incentive program was replaced with the Distribution Equivalent Plan, a supplement to the Stapled Unit Option Plan. 
To facilitate the transition between incentive programs, the Company purchased sufficient Stapled Units from Stapled Unit 
Incentive Plan participants to settle Stapled Unit purchase loans outstanding under this plan. In this regard, the Company 
purchased 521,135 Stapled Units, at fair market value, for return to treasury and cancellation. As a further transitional 
measure, plan participants were granted an additional 708,640 Stapled Unit options under the Stapled Unit Option Plan 
as detailed above. 


Segment information 
The Company has one reportable segment, being solid wood, identified based on the way that management organizes its business for 
making operating decisions and assessing performance. All of the Company’s assets are located in British Columbia, Canada. 


Net sales by product are as follows: 


2002 2001 

Logs $ 378.2 $ 378.4 
Lumber 58.0 60.5 
Wood chips and other 12.2 {ts} 
Real estate 16.5 Wily 
$ 464.9 $ 461.9 


Net sales by geographic area are as follows: 


2002 2001 

Canada $ 232.4 Cee 2 
Japan 145.9 HSAs} 
United States 75.2 58.5 
Belgium S37, Dae 
Taiwan 2.8 4.3 
Other 4.9 2.6 
$ 464.9 $ 461.9 


Revenues are attributed to geographic area based on final shipping destination. 


In both 2002 and 2001, the Company had sales to two customers whose individual sales exceeded 10% of the Company’s consolidated sales. 


In each year, one customer accounted for approximately 12% of consolidated sales and one customer accounted for approximately 10% of 
consolidated sales. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


16. Financial instruments 


(a) 


(b) 


Fair values: 


The carrying values of accounts receivable, accounts payable and accrued liabilities and distribution payable approximate their fair 
values due to the short term to maturity of these instruments. 


The carrying value of the receivable on sale of assets included in other assets (see note 7) approximates its fair value as annual 
payments are received on this receivable that approximate interest at market rates. 


The carrying values of drawings on available credit facilities approximate their fair values as they bear floating interest rates that 
approximate market rates and have a short term to maturity. 


At December 31, 2002, the Company’s 6.5% debentures had a carrying value of $106.5 million (2001 — $125.0 million) and a 
fair value of $106.9 million (2001 — $125.0 million). At December 31, 2002, the Company’s 7.0% debentures had a carrying 
value of $130.0 million and a fair value of $130.7 million. The debenture fair values have been estimated based on quotes 
provided by financial institutions as at December 31, 2002 and 2001. 


At December 31, 2002, the Company did not have a position in any forward exchange contracts. At December 31, 2001, the 
Company had entered into US-dollar forward exchange contracts to sell an aggregate of US$6.0 million at an average rate of 
1.5445 expiring at various dates through February 2002. The carrying value of these foreign exchange contracts was nil and, 
based on market exchange rates at December 31, 2001, the contracts had an unrecognized mark-to-market loss of $0.3 million. 


At December 31, 2002, the Company did not have a position in any currency call options. At December 31, 2001, the Company 
had entered into Canadian-dollar call options totalling US$12.0 million with an average strike price of 1.5283 expiring at various 
dates through March 2002. The carrying value of these call options was nil and, based on market exchange rates at December 31, 2001, 
the call options had an unrecognized mark-to-market loss of $0.2 million. 


Credit risk: 

The Company is exposed to credit risk on accounts receivable from customers. To manage its credit risk, the Company has 
credit policies that include the analysis of the financial position of its customers and the regular review of their credit limits. 
In certain offshore markets, the Company requires bank letters of credit. 


17. Commitments and contingencies 


(a) 


(b) 


(c) 


Operating leases: 

The Company is committed to payments under operating leases for equipment and office premises through to 2008 in the total 
amount of approximately $26.5 million. Annual payments over the term of these commitments are: 2003 — $11.2 million; 
2004 — $8.3 million; 2005 — $4.4 million; 2006 — $1.9 million; 2007 — $0.5 million; and 2008 — $0.2 million. 


Letters of credit and guarantee: 
At December 31, 2002, the Company had commitments of $14.2 million (2001 — $14.1 million) relating to outstanding letters 
of guarantee issued under its available credit facilities, which secure various obligations of the Company. 


Legal claims: 

The Company is subject to legal proceedings and claims that arise in the ordinary course of its business. Although there can be 
no assurance as to the disposition of these matters and the proceedings, it is the opinion of the Company’s management, 
based upon the information available at this time, that the expected outcome of these matters, individually or in aggregate, 
will not have a material adverse effect on the results of operations and financial condition of the Company. 


18. Comparative figures 
Certain prior year’s figures have been restated to conform to the 2002 presentation. 


19. Subsequent event 
On January 22, 2003, the Company accepted a commitment from a Canadian chartered bank to provide an unsecured, 
revolving 364-day credit facility in the amount of $40.0 million. The facility is expected to close prior to March 3, 2003. 
Under this facility, funds are available to the Company in both Canadian and US dollars by way of adjusted prime rate—based loans and 
Canadian dollar bankers’ acceptances. 
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Executive Management Team 
Paul J. McElligott, President and CEO 
Virginia Aulin, Vice-President, Public Affairs and Government Relations 
John Kelvin, Vice-President, Log Marketing and Sales 
Hamish Kerr, Vice-President, Strategic Planning and Forest Policy 
John Mann, Vice-President, Timberland Operations 
Bev Park, Vice-President, Finance, and CFO 
Mark Stock, Vice-President, Human Resources 
Ed Vervynck, General Manager, Manufacturing 


Board of Directors 
V. Edward Daughney, Chairman 


William C. Brown 
Paul J. McElligott 
Robert W. Murdoch 
Anthony J. Petrina 
Conrad A. Pinette 
Kenneth A. Shields 


Bios for members of the Executive Management Team and Board of Directors are available on Timber West's web site at 


OFFICES & OPERATIONS 


www.timberwest.com/compinfo_directors.cfm 


Corporate Head Office 
TimberWest Forest Corp. 

Suite 2300-1055 West Georgia St. 
P.O. Box 11101 

Vancouver, BC 

Canada V6E 3P3 

Telephone: (604) 654-4600 


Coast Timberlands Administration 
TimberWest Forest Corp. 

No. 3, 4890 Rutherford Rd. 
Nanaimo, BC V9T 4Z4 

Telephone: (250) 729-3700 


Harvesting Operations 
Beaver Cove Operation 

P.O. Box 2500 

5705 North Island Hwy 
Campbell River, BC V9W 5C5 
Telephone: (250) 287-9181 


Cowichan Woodlands Operation 
P.O. Box 375 

9370 South Shore Rd. 

Mesachie Lake, BC VOR 2NO 
Telephone: (250) 749-7700 


Honeymoon Bay Operation 
P.O. Box 378 

9370 South Shore Rd. 
Mesachie Lake, BC VOR 2NO 
Telephone: (250) 749-6805 


Johnstone Strait Operation 
P.O. Box 2500 

5705 North Island Hwy 
Campbell River, BC V9W 5C5 
Telephone: (250) 287-9181 


Nanaimo Lakes Operation 
5055 Nanaimo River Rd. 
Nanaimo, BC V9X 1H3 
Telephone: (250) 729-3770 


Oyster River Operation 

P.O. Box 2800 

5705 North Island Hwy 
Campbell River, BC V9W 5C5 
Telephone: (250) 287-9181 


Log Distribution 
TimberWest Forest Corp. 
No. 3, 4890 Rutherford Rd. 
Nanaimo, BC V9T 4Z4 
Telephone: (250) 729-3700 


Lumbermill 

Elk Falls Lumbermill 

No. 1 Quality Dr. 

P.O. Box 3300 

Campbell River, BC V9W 8A3 
Telephone: (250) 287-5700 


Shipping Factlittes 

Stuart Channel Wharves 
8359 Crofton Rd. 

P.O. Box 40 

Crofton, BC VOR 1RO 
Telephone: (250) 246-3234 


Transfer Agent and Registrar 
Computershare Trust Company 
of Canada at its principal offices 
in Vancouver and Toronto 


Auditors 
KPMG LLP 
Vancouver, BC 


Securities Listed 
Stapled Units 

(Symbol: TWF.UN) 
Toronto Stock Exchange 


Investor Relations Contact 
Bev Park, Vice-President, Finance, 
and Chief Financial Officer 
Telephone: (604) 654-4600 - 
Facsimile: (604) 654-4662 
E-mail: bev_park@timberwest.com 


ANNUAL GENERAL MEETING 


The Annual General Meeting of the Unitholders will be held on May 2, 2003, at 3:30 Pe 
at the Coast Discovery Inn & Marina, Quadra/Cortes Room, 975 Shoppers Row, 
Campbell River, British Columbia, Canada. 


VISIT US AT 
www.timberwest.com 
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